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STATEMENT  OF  THE  SCOPE 
OF  THE  STUDY 


STATEMENT  OF  THE  SCOPE  OF  THE  STUDY 

The  General  Assembly  of  1955  authorized  the  appointment  of  a  Commission  to  study  the 
revenue  structure  of  the  State  "to  ascertain  whether  it  meets  the  tests  of  stability  and  equity,  and 
gives  proper  economic  incentive  to  the  greater  productivity  of  the  citizens  and  business  enter- 
prises of  this  State,  and  with  a  steady  and  adequate  provision  of  revenue  for  the  sound  and  essential 
purposes  of  government."  The  mandate  of  the  General  Assembly  to  the  Commission  was  broad  and 
yet  rather  specific  in  many  of  its  provisions.  Resolution  No.  49  of  the  General  Assembly  of  1955 
directed  the  Commission  to  conduct  a  study  so  extensive  that  only  a  part  of  the  mandate  could  be 
complied  with  in  the  time  available  to  the  Commission. 

The  Commission  in  due  course  reported  its  findings  and  made  its  recommendations  to  the  Gov- 
ernor of  North  Carolina  and  to  the  General  Assembly  of  1957.  It  was  stated  in  the  report  that  the 
Commission  considered  its  work  incomplete  as  limitations  of  time,  money  and  availability  of  quali- 
fied staff  personnel  prevented  the  study  of  all  areas  of  the  tax  structure.  The  General  Assembly 
of  1957,  being  cognizant  of  the  limitations  under  which  the  Commission  had  labored,  enacted 
Resolution  No.  41  authorizing  the  appointment  of  a  seconrl  Commission  to  continue  the  work  l)e- 
gun  in  1955. 

Resolution  No.  41  gave  the  1957  Commission  the  same  duties  and  powers  as  had  been  given 
to  the  1955  Commission.  In  its  resolution,  however,  the  General  Assembly  stated  that  the  new 
Commission  was  authorized  to  "contunie'-'  the  work  begun  and  reported  on  by  the  1955  Commis- 
sion .  .  ."  thereby  implying  that  it  was  not  contemplated  that  the  work  of  the  prior  Commission 
be  duplicated.  Further,  it  was  the  considered  opinion  of  the  second  Commission  that  insuflficient  time 
had  passed  since  enactment  of  legislation  to  implement  the  recommendations  of  the  1955  Commis- 
sion to  permit  informed  reappraisal  of  those  recommendations.  It  was  decided,  therefore,  that  the 
present  Commission  should  examine  primarily  only  those  areas  of  the  tax  structure  which  were 
not  studied  by  the  prior  Commission,  except  where  technical  changes  might  be  needed  to  clarify 
the  General  Statutes. 

The  1955  Commission  for  the  Study  of  the  Revenue  Structure  of  the  State  "made  a  detailed 
and  careful  study  of  the  revenue  laws  of  the  State  which  now  comprise  the  Revenue  Act"  recom- 
mending extensive  changes  throughout,  made  "a  report  upon  the  economic  impact  of  the  North 
Carolina  tax  structure  upon  business  enterprises  of  various  types  of  industry,  as  compared  with 
those  of  other  Southeastern  states,"  studied  the  "allocation  formulas  providing  for  the  allocation  of 
income  ...  of  corporations  .  .  .  doing  business  in  North  Carolina  and  other  states  .  .  .  ,"  and  ex- 
amined the  economy  of  the  State. 

The  present  Commission  has  concentrated  its  studies  in  those  major  areas  of  taxation  not 
studied  by  the  first  Commission  in  which  it  was  believed  the  efforts  of  this  Commission  would  be 
of  greatest  value  to  taxpayers  in  North  Carolina. 

It  was  also  decided  to  confine  the  efforts  of  the  Commission  to  the  study  of  those  taxes  levied 
upon  the  taxpaying  public  in  general  rather  than  those  taxes  the  levy  of  which  is  intended  to  pay 
for  services  received,  such  as  the  Highway  Fund  taxes  and  the  Agriculture  Fund  taxes. 

The  continuing  responsibility  for  determining  revenue  needs,  estimating  revenue  and  preparing 
balanced  budgets  resides  in  the  Advisory  Budget  Commission.  Accordingly  the  Tax  Study  Com- 
mission is  making  no  specific  recommendations  for  meeting  such  needs  for  additional  revenue  as 
might  develop. 

■  "The  study  was  begun  with  a  brief  look  at  the  entire  tax  structure  of  the  State.  Appeals  were 

made  through  the  newspapers  for  all  interested  persons  to  participate  in  the  study  by  the  submis-' 

sioh'  of  briefs  and  letters  setting  forth  recommendations  for  changes  in  the  tax  structure.  Public 

hearings  were  also  held  to  permit  all  those  who' so  desired  to  make  oral'presentations' of  their  views.. 

.  The  Commission  sought  the  aid  and  advice  of  the  personnel  of  the  various  State  departments 


*  Italics  added 


2  TAX  STUDY  COMMISSION 

and  agencies  and  was  very  gratified  at  the  response.  The  use  of  personnel  in  existing  State  agencies 
made  it  unnecessary  for  the  Commission  to  employ  a  staff.  Representatives  of  various  departments 
and  agencies  acquainted  the  Commission  with  numerous  aspects  of  the  fiscal  situation  in  North 
Carolina, 

Following  a  careful  appraisal  of  the  many  projects  upon  which  the  Commission  could  justifiably 
expend  its  energies,  it  was  determined  that  the  Commission  could  best  serve  the  purpose  for  which 
it  was  created  by  confining  its  study  to  (1)  the  examination  of  sources  of  state  tax  revenue  in  other 
Southeastern  states,  (2)  the  consideration  of  specific  problems  raised  by  taxpayers,  trade  associa- 
tions, members  of  the  public,  or  the  Commissioner  of  Revenue  and  (3)  the  study  of  sources  of  reve- 
nue of  the  counties  and  municipalities  in  North  Carolina  with  particular  emphasis  on  property  taxa- 
tion, including  the  taxation  of  intangible  property. 

In  order  to  conduct  comprehensive  studies  in  the  selected  areas  of  taxation  it  was  necessary 
to  secure  the  assistance  of  persons  familiar  with  the  fields  to  be  studied  and  well-versed  in  research 
techniques.  To  gather,  tabulate  and  analyze  data,  the  Commission  sought  and  secured  the  assis- 
tance of  the  Institute  of  Government  of  the  University  of  North  Carolina,  the  Department  of  Reve- 
nue, the  Department  of  Tax  Research,  the  State  Treasurer,  the  Secretary  of  the  Tax  Review  Board, 
the  Secretary  of  the  Local  Government  Commission,  the  Department  of  Public  Instruction,  the 
North  Carolina  Bar  Association,  the  North  Carolina  Bankers  Association  and  the  County  Tax  Su- 
pervisors of  most  of  the  100  counties  in  the  State. 

At  the  request  of  the  Commission,  the  Institute  of  Government  studied  the  basic  legal  problems 
in  the  taxation  of  property  in  North  Carolina.  A  report  of  this  study  was  made  to  the  Commission 
and  has  been  published  as  a  separate  document  for  distribution  to  the  members  of  the  General 
Assembly.  The  Department  of  Tax  Research  and  the  Institute  of  Government,  with  the  coopera- 
tion of  the  Tax  Supervisors  of  the  various  counties,  examined  the  administration  of  the  property 
tax  in  North  Carolina.  One  phase  of  this  study  was  the  study  of  ratios  of  assessed  value  to  market 
value  of  various  types  of  real  and  tangible  personal  property,  including  a  survey  of  recent  real  es- 
tate transactions  to  compare  assessed  values  with  sales  price.  The  Commission  also  examined  re- 
cent studies  of  reassessment  practices  in  other  states.  In  addition  the  Department  of  Tax  Research 
tabulated  data  taken  from  intangible  personal  property  tax  returns.  The  current  capacity  of  local 
governments  to  borrow  was  described  by  the  Secretary  of  the  Local  Government  Commission. 

The  Department  of  Revenue  and  the  Secretary  of  the  Tax  Review  Board  studied  the  Revenue 
Act  and  recommended  technical  changes  to  clarify  certain  statutes  and  to  rephrase  unworkable 
provisions.  The  State  Treasurer,  being  Chairman  of  the  Tax  Review  Board,  a  member  of  the 
State  Board  of  Assessment,  a  member  of  the  State  Board  of  Education  and  Chairman  of  the  Local 
Government  Commission,  gave  invaluable  counsel  to  the  Commission. 

After  examining  the  statutory  provisions  for  the  taxation  of  fiduciaries  under  the  income  tax, 
a  matter  not  considered  by  the  prior  Commission,  it  was  concluded  that  the  provisions  appeared 
inadequate,  but,  as  the  problem  of  revision  of  these  provisions  was  technical  and  would  involve  time 
consuming  research  making  final  action  by  the  present  Commission  in  the  time  available  impossi- 
ble, it  was  decided  to  make  no  recommendations  for  revision.  Instead  the  North  Carolina  Bar  Asso- 
ciation and  the  North  Carolina  Bankers  Association  were  asked  to  conduct  a  study,  jointly,  of 
the  taxation  of  fiduciary  income  and  to  make  recommendations  for  consideration  by  the  General 
Assembly. 

As  the  question  of  the  propriety  of  having  any  agency,  such  as  the  Tax  Review  Board,  exer- 
cise administrative  discretion  in  cases  in  which  taxpayers  contend  the  applicable  statutory  alloca- 
tion formula  results  in  the  taxation  of  a  greater  portion  of  the  income  of  the  taxpayer  than  is  rea- 
sonably attributable  to  the  State  was  raised  in  the  report  made  to  the  1955  Commission  by  Mr. 
Leslie  E.  Carbert,  the  present  Commission  investigated  the  functioning  of  the  Ta>:  Review  Board 
and  the  need  for  the  performance  of  the  duties  assigned  to  the  Board,  Having  heard  the  Chairman 
of  the  Tax  Review  Board,  examined  the  legal  aspects  of  the  functions  of  the  Board  and  studied  the 
methods  used  by  other  states  in  treating  the  problems  of  the  statutory  allocation  of  unreasonable 
amounts  of  income  to  a  taxing  state,  it  appears  to  the  Commission  that  the  functions  now  being 
performed  by  the  Tax  Review  Board  must  continue  to  be  performed  by  some  agency,  therefore, 
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since  the  present  Board  seems  to  be  doing  a  satisfactory  job  we  do  not  recommend  any  change  in 
the  status  of  the  Tax  Review  Board. 

The  Commission  for  the  Study  of  the  Revenue  Structure  of  the  State  was  not  the  only  Com- 
mission authorized  by  the  General  Assembly  of  1957  to  conduct  studies  wherein  taxation  is  in- 
volved. Other  Commissions  and  Committees  operating  in  fields  involving  taxation  are  the  North 
Carolina  Constitutional  Commission,  the  Municipal  Government  Study  Commission  and  the  North 
Carolina  Committee  for  the  Study  of  Public  School  Finance.  In  order  to  avoid  overlapping  efforts 
and,  wherever  possible,  to  reach  an  accord  in  recommendations,  the  Tax  Study  Commission  main- 
tained liaison  with  each  of  the  other  study  groups. 

During  the  course  of  its  deliberations  the  Commission  made  a  careful  analysis  of  each  of  the 
many  suggestions  and  recommendations  received  from  taxpayers,  trade  associations,  and  other 
organizations  and  considered  each  such  proposal  as  a  separate  item  of  business.  Most  of  those  pro- 
posals were  concerned  with  tax  matters  outside  the  scope  of  the  study  the  Commission  had  defined 
for  itself.  Thus,  the  Commission's  failure  to  deal  specifically  with  any  such  suggestions  or  pro- 
posals should  not  be  construed  as  disapproval. 

FINDINGS  AND  CONCLUSIONS 

The  findings  and  conclusions  of  the  Commission  with  regard  to  each  of  the  major  areas  of 
study  may  be  found  in  the  following  paragraphs. 

THE  TAXATION  OF  PROPERTY 

IMPORTANCE  OF  THE  PROPERTY  TAX  IN  THE  FISCAL  AFFAIRS  OF  NORTH  CAROLINA 

The  property  tax  is  the  major  source  of  revenue  of  the  counties  and  municipalities  in  North 
Carolina  and  the  only  source  of  tax  revenue  of  schools  and  other  special  districts.  The  property  tax 
is  not  a  source  of  State  revenue,  as  the  State  levies  no  tax  on  property  in  its  own  behalf.*'  The 
property  tax  (including  the  State-collected  intangible  personal  property  tax)  provided  90  per  cent 
of  all  local  tax  revenue,  including  the  local  portion  of  shared  State  taxes,  during  the  1956-57  fiscal 
year.  The  local  property  tax  provided  96  per  cent  of  the  revenue  from  taxes  levied  by  the  local 
governments  themselves.  Other  sources  of  tax  revenue  of  local  governments  are  privilege  licenses, 
furnishing  less  than  2  per  cent  of  local  tax  revenue,  the  local  share  of  the  beer  and  wine  excise 
taxes,  the  municipal  shares  of  motor  fuels  taxes  and  public  utility  franchise  taxes  and  minor  amounts 
from  poll  taxes  and  dog  taxes. 

As  property  taxes  levied  to  provide  for  local  capital  outlay  and  debt  service  comprise  a  very 
substantial  portion  of  the  total  of  all  property  taxes  levied,  it  is  believed  that  an  analysis  of  the 
tax  structure  of  the  counties  and  municipalities  would  be  incomplete  without  an  examination  of  the 
future  needs  for  capital  outlay  and  the  capacity  of  the  local  units  to  borrow  to  provide  funds  for 
such  outlay. 

In  analysing  the  current  credit  positions  of  the  counties,  municipalities  and  special  districts,  it 
was  found  that  although  the  credit  of  none  of  the  local  governments  has  been  exhausted  many 
counties  and  municipalities  have  reached  the  point  where  additional  borrowing  can  only  be  accom- 
plished at  considerable  additional  cost  because  the  various  ratios  used  by  lenders  in  the  bond  market 
as  rules-of-thumb  in  determining  the  credit  position  of  counties  and  municipalities  are  nearing  the 
point  at  which  the  risk  is  considered  to  become  greater  and  the  interest  rate  rises.  Such  local  gov- 
ernments must  pay  excessively  high  interest  rates  for  any  sizeable  new  debt.  One  of  the  more  im- 
portant considerations  in  determining  the  marketability  of  local  bonds  is  the  ratio  of  outstanding 
debt  to  assessed  valuation  of  property  subject  to  taxation  within  the  borrowing  jurisdiction.  An- 


''''  The  State  of  North  Carolina  levies  no  tax  on  property  except  the  tax  on  intangible  personal  property 
which  is  collected  in  behalf  of  the  local  governments.  The  net  proceeds  of  the  tax  are  distributed  to  the  local  govern- 
ments. 
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other  consideration  is  the  per  capita  debt.  Municipalities  and  counties  are  also  faced  with  what  is 
called  "overlapping  debt"  in  determining  the  marketability  of  bonds.  The  amount  of  the  "ovei'lapping 
debt"  is  the  total  debt,  whether  county,  municipal  or  district,  applicable  to  the  same  geographical 
area.  Thus,  a  town  needing  to  borrow  money  might  find  the  interest  rate  on  any  new  borrowing 
rather  high  due  to  the  heavy  indebtedness  of  the  county  in  which  it  is  situated. 

The  principal  capital  expenditures  of  counties  are  for  public  school  facilities,  while  municipali- 
tes  borrow  largely  to  construct  water  and  sewer  systems  and  sewage  disposal  plants. 

It  is  estimated  by  the  North  Carolina  Department  of  Public  Instruction  that  current  needs  for 
capital  outlay  for  construction  and  for  renovation  of  public  school  facilities  amounts  to  $133  million 
and  that  by  1968  additional  needs  for  capital  outlay  will  be  approximately  $244  million  for  a  total 
of  $377  million.  If  this  need  should  be  met  by  the  local  governments  by  issuance  of  bonds,  the  new 
indebtedness  of  $377  million  for  schools  alone  would  be  very  substantial  as  compared  with  the  out- 
standing debt  of  all  local  governments  as  of  June  30,  1958,  of  $493  million.  An  increase  in  debt  of 
such  proportion  could  only  be  made  at  very  considerable  cost  unless  the  total  of  assessed  values 
of  property  in  the  borrowing  unit  increases  substantially  prior  to  the  time  at  which  the  bonds  are 
placed  on  the  market.  Past  experience  of  the  Local  Govei-nment  Commission  indicates  that  increases 
in  assessed  values  are  reflected  in  reduced  interest  rates  for  new  borrowings. 

It  may  be  seen  from  the  above  that  the  property  tax  is  of  considei-able  importance  to  tax- 
payers and  to  local  governments.  It  is  important  because  of  its  impact  upon  taxpayei's  in  the  amounts 
paid  and  in  the  number  of  taxpayers  affected,  because  it  is  the  only  source  of  appreciable  revenue 
available  to  local  units  and  because  the  assessed  value  of  property  is  a  major  consideration  in  meas- 
uring the  capacity  of  local  governing  bodies  to  borrow. 

SCOPE  OF  THE  STUDY  OF  PROPERTY  TAXATION 

In  view  of  the  importance  of  the  property  tax  in  governmental  fiscal  affairs,  it  appeared  im- 
perative that  the  Commission  examine  this  revenue  source,  which  was  not  studied  by  the  prior 
Commission,  to  determine  whether  the  lav/s  providing  for  property  taxation  meet  modern  stand- 
ards, are  adequate  and  whether  the  levies  made  under  authority  of  those  laws  are  equitable  in  their 
impact  upon  individual  taxpayers. 

Reliable  information  in  the  areas  of  assessment  practices  and  of  resultant  assessment  ratios  in 
North  Carolina  was  not  immediately  available.  In  order  to  get  accurate  factual  information  the 
Commission  assembled  data  which  could  be  used  to  appraise  property  tax  administration.  As  was 
noted  previously,  studies  were  made  of  the  legal  aspects  of  the  taxation  of  property,  of  assessment 
practices  as  revealed  by  answers  on  questionnaires  completed  by  local  tax  administrators  and  of 
the  ratios  of  assessed  values  to  sales  prices    of  transferred  real  estate. 

THE  LEGAL  ASPECTS  OF  THE  PROPERTY  TAX 

The  study  of  the  legal  aspects  of  the  property  tax  in  North  Carolina  made  by  the  Institute  of 
Government  has  been  published  in  a  report  entitled,  "Basic  Legal  Problems  in  the  Taxation  of  Prop- 
erty." This  study  examines  the  provisions  of  the  Constitution  relating  to  taxation  of  property, 
the  general  and  special  acts  of  the  General  Assembly  governing  such  taxation  and  such  interpre- 
tations of  these  provisions  and  laws  as  have  been  made  by  the  courts.  It  also  takes  a  look  at  the 
administration  of  the  tax. 

Constitutional  Provisions. 

The  Constitution  delineates  the  authority  to  tax  and,  therefore,  should  be  examined  before 
studying  the  statutes  and  the  administration  of  the  tax. 

The  North  Carolina  Constitution  provides  that  "Taxes  on  property  shall  be  uniform  as  to 
each  class  of  property  taxed,"  that  "Property  belonging  to  the  State  or  to  municipal  corporations, 
shall  be  exem])t  from  taxation,"  that  "The  General  Assembly  may  exempt  cemeteries  and  prop- 
erty held  for  educational,  scientific,  literary,  charitable,  or  religious  purposes;  .  .  .  personal  proper- 
ty, to  a  value  not  exceeding  three  hundred  dollars   ($300.00)    .  .  ."  and  homesteads  to  a  value  not 
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exceeding  $1,000  and  that  "The  total  of  the  State  and  county  tax  on  property  shall  not  exceed 
twenty  cents  (20<-)  on  the  one  hundred  dollars  ($100.00)  value  of  property,  except  when  the  coun- 
ty property  tax  is  levied  for  a  special  purpose.  .  .  ." 

Thus,  while  the  Constitution  authorizes  the  levy  of  a  property  tax,  the  authority  is  permissive, 
not  mandatory.  The  General  Assembly  is  also  given  authority  to  classify  property  for  taxation.  The 
authority  to  tax  is  limited,  however,  by  the  requirement  that  taxation  be  uniform  within  classes  of 
property  taxed.  The  authority  to  exempt  certain  properties  is  permissive  but  is  clearly  limited  to  the 
exemptions  expressly  enumerated  in  the  Constitution.  The  limit  on  the  combined  State  and  county 
tax  rate  for  other  than  special  purposes,  being  set  out  in  the  Constitution,  is  not  a  subject  of  legis- 
lative discretion. 

The  classification  of  property  for  purposes  of  taxation  means  the  selection  and  the  definition 
of  types  of  property  for  separate  or  different  treatment.  Each  classification  must,  however,  be  a 
reasonable  one. 

The  standard  of  uniformity  of  taxation  as  a  Constitutional  principle  means  equality  of  treat- 
ment and  of  result.  In  property  taxation  it  controls  assessment  standards  as  well  as  tax  rates.  It 
does  not  require  full  value  assessment,  but  it  does  require  the  use  of  the  same  value  measurement 
for  all  property  within  a  given  class.  The  choice  of  assessment  standards  is  within  legislative  dis- 
cretion so  long  as  the  resulting  assessments  are  uniform.  The  courts  have  not  ruled  on  the  question 
of  whether  the  standard  of  uniformity,  as  required  by  the  Constitution,  must  be  applied  on  a  state- 
wide basis  or  whether  the  Constitutional  mandate  is  satisfied  by  uniformity  within  local  taxing 
jurisdictions.  It  appears  that  in  the  absence  of  a  State  levy  on  property  state-wide  uniformity  would 
not  be  required. 

The  authority  to  classify  property  would  appear  to  include  the  power  to  exclude  property  from 
taxation  through  the  failure  to  select  classes  of  property  for  taxation.  But  as  the  authority  to 
exempt  property  is  limited  to  a  specific  list  of  properties,  as  the  Constitution  must  be  construed  as 
a  whole,  and  as  the  courts  have  not  ruled  on  this  point,  it  remains  an  unsettled  question  as  to 
whether  the  General  Assembly  has  the  authority  to  exclude  property  from  taxation  by  omission 
from  the  classes  of  property  taxed.  Until  this  question  is  answered  it  will  not  be  clear  whether  or 
not  the  Constitution  requires  that  if  any  property  is  taxed  all  property  must  be  taxed. 

The  authority  to  tax,  to  classify  for  tax  purposes  and  to  exempt  from  taxation  resides  in  the 
General  Assembly.  If,  as  was  surmised  above,  the  Constitutional  requirement  of  uniformity  within 
classes  would  not  be  violated  by  lack  of  uniformity  hetweeyi  counties  in  the  absence  of  a  state-wide 
property  tax  levy,  it  would  appear  that  the  General  Assembly  has  the  power  to  delegate  its  classi- 
fication and  exemption  authority  to  the  counties.  It  likewise  is  apparent  that  the  General  As- 
sembly may  exercise  its  authority  to  classify  and  to  exempt  property  on  either  a  state-wide  or 
less  than  state-wide  basis. 

Exercise  by  the  General  Assembly  of  its  Constitutional  Authority. 

The  General  Assembly,  in  the  exercise  of  its  Constitutional  authority,  has  classified  certain 
items  of  intangible  personal  property  for  State  taxation*  only  and  has  required  that  all  other 
property  not  expressly  exempted  be  subjected  to  taxation.  The  General  Assembly,  in  providing 
standards  for  the  taxation  of  property,  requires  that  all  property  subject  to  taxation  be  assessed 
at  "its  true  value  in  money"  and  defines  "true  value"  to  be  the  amount  for  which  the  property  can 
be  sold  in  an  arms'  length  transaction.  In  providing  the  machinery  which  is  to  be  used  in  the  ad- 
ministration of  the  property  tax,  the  General  Assembly  has  provided  that  all  real  property  subject 
to  the  general  property  tax  (except  certain  properties  of  public  utilities)  be  assessed  by  the  coun- 
ties every  four  years.  These  quadrennial  assessment  years  are  dated  from  1941.  The  General 
Assembly,  however,  has  consistently  amended  the  statutes  to  provide  for  postponement  of  the 
revaluation  of  real  estate  for  two  years.  In  addition,  numerous  special  acts  have  been  adopted 
wherein  named  counties  have  been  empowered  or  directed  to  postpone  the  revaluation  of  real  es- 


'■■  It  should  be  noted  that  the  net  proceeds  of  the  intangible  personal  property  tax  are  distributed  to  the  local 
governments. 
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tate,  while  a  few  special  acts  authorize  or  direct  the  revaluation  of  all  real  estate  in  other  than 
regular  quadrennial  years. 

The  General  Assembly  has  provided  for  exemption  of  all  types  of  property  listed  in  the  Con- 
stitution as  proper  subjects  for  exemption  except  the  $1,000  "homestead"  exemption.  In  addition, 
it  has  provided  for  the  exemption  of  an  extensive  list  of  types  or  classes  of  property  not  specified 
in  the  Constitution.*  These  exemptions  have  been  effected  by  both  state-wide  and  local  laws. 
Without  considering  the  economic  or  moral  arguments  making  the  exemption  of  these  types  or 
classes  of  property  desirable  or  undesirable,  each  exemption  should  be  examined  on  Constitutional 
grounds.  Unless  it  can  be  successfully  argued  that  each  such  exemption  is  a  proper  exercise  of  the 
classification  power,  it  must  be  considered  as  an  assumption  of  authority  not  granted  in  the  Consti- 
tution. 

Many  of  the  local  acts  exempting  property  from  ad  valorem  taxation  apply  to  commercial 
properties.  For  example,  stored  re-dried  tobacco  may  be  exempt  in  one  county  "for  a  period  of 
one  year"  while  another  county  is  authorized  to  exempt  all  agricultural  products  stored  in  the 
county  in  an  unmanufactured  state  for  the  year  following  the  year  in  which  grown. 

All  exemptions  of  property  from  taxation  reduce  the  tax  base  and  thereby  shift  a  portion  of 
the  tax  which  the  owner  would  have  paid  but  for  the  exemption  to  each  of  the  other  taxpayers 
within  the  taxing  jurisdiction.  This  shifting  of  the  tax  burden  within  a  county  occurs  whether  the 
exemption  is  state-wide  or  local,  but  the  local  acts  should  also  be  examined  in  the  light  of  their 
effect  upon  neighboring  counties.  Whatever  the  alleged  purpose  of  the  exemption  of  any  property 
used  for  business  purposes,  the  effect  is  to  offer  a  tax  benefit  as  an  inducement  to  this  type  of  busi- 
ness to  move  into  or  remain  in  the  county  providing  the  exemption.  The  exempting  county  is,  there- 
fore, entering  into  competition  with  its  neighbors,  who,  in  self-defense  often  feel  compelled  to 
grant  comparable  exemptions. 

Numerous  additions  to  the  list  of  exemptions  authorized  through  special  acts  were  made  dur- 
ing each  of  the  last  two  regular  sessions  of  the  General  Assembly.  The  tax  base  is  thereby  being 
steadily  eroded  at  the  expense  of  the  remaining  taxpayers  who  must  make  up  the  tax  loss  resulting 
from  the  added  exemptions.  Further,  competition  between  counties  is  intensified  with  each  addi- 
tional local  exemption. 

In  addition  to  the  classification  of  intangible  personal  property  for  assessment  and  admini- 
stration at  the  State  level,  the  General  Assembly  has  expressly  exercised  its  classification  power 
upon  three  separate  occasions.  It  has  provided  that  where  a  Board  of  County  Commissioners  "shall 
determine  as  a  fact"  that  tobacco  is  held  in  the  county  by  a  manufacturer  or  processor  of  tobacco, 
such  tobacco  is  to  be  taxed  "uniformly  as  a  class"  at  60  per  cent  of  the  rate  levied  on  all  other 
taxable  property.!  It  has  also  provided  that  peanuts  are  to  be  taxed  "uniformly  as  a  class"  in  the 
year  following  the  year  in  which  grown  at  a  rate  not  less  than  20  per  cent  nor  more  than  60  per 
cent  of  the  rate  levied  on  other  property.  Although  some  discretion  is  allowed  the  county  commis- 
sioners in  each  case,  in  one  finding  the  tobacco,  in  the  other  setting  the  rate  between  fixed  limits, 
each  provision  is  clearly  a  state-wide  application  of  the  legislative  authority  to  classify.  The  other 
explicit  application  of  the  classification  power  was  made  in  a  local  act  classifying  baled  cotton  in 
Gaston  County  for  property  taxation.  The  County  Commissioners  are  empowered  to  levy  a  lower 
tax  rate  on  baled  cotton  stored  in  the  county  than  on  other  property. 

LOCAL  ADMINISTRATION  OF  THE  PROPERTY  TAX 

County  and  municipal  officials  are  governed  by  legislative  acts  in  the  administration  of  the 
property  tax  and  have  no  taxing  authority  not  granted  to  them  by  the  General  Assembly.  Neither 
county  nor  municipal  governments  have  authority  to  classify  property,  to  vary  from  the  standards 
of  assessment  provided  in  the  statutes  or  to  grant  exemptions  not  authorized  by  the  General  As- 
sembly as  the  legislature  has  declined  to  delegate  this  general  authority  to  local  governments,  ex- 
cept in  a  limited  number  of  local  laws  allowing  some  discretion  to   county  commissioners  in   the 


*  A  list  of  forty-four  such  exemptions  appear  in   "Basic  Legal  Pi-oblenis  in  the  Taxation  of  Property"  by 
Henry  W.  Lewis  on  pages  21-2.5. 

t  See  "Basic  Legal  Problems  in  the  Taxation  of  Property,"  by  Henry  W.  Lewis,  page  1.5. 
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exemption  of  carefully  defined  types  of  property.  There  is  considerable  evidence,  however,  that 
all  of  these  authorities  are  assumed,  consciously  or  unconsciously,  by  the  governing  bodies  of  most 
of  the  100  counties. 

Apparently  no  county  in  North  Carolina  adheres  to  the  statutory  requirement  that  all  prop- 
erty subject  to  the  tax  be  assessed  at  its  full  value.  This  is  evidenced  by  the  admitted  application 
of  a  percentage  less  than  100  to  the  appraised  full  value  in  arriving  at  the  assessed  value  of  real 
estate  in  making  general  reassessments,  by  the  deliberate  assessment  of  certain  types  of  personal 
property  at  less  than  the  listed  value,  by  a  comparison  of  assessed  values  to  actual  sales  prices  of 
transferred  real  estate  and  by  other  means.  Actually,  the  failure  to  adhere  to  the  full  value  re- 
quirement is  freely  admitted  by  taxing  authorities  and  is  generally  known. 

A  questionnaire  was  submitted  to  the  tax  supervisors  of  each  of  the  100  counties  in  the  State 
requesting  information  with  regard  to  current  assessment  practices  in  the  county.  Eighty-one  re- 
sponded to  this  appeal.  The  tabulation  of  the  answers  to  the  questions  appearing  in  the  question- 
naire revealed  that  sixty-three  of  the  eighty-one  counties  had  completed  reassessment  of  all  real 
estate  during  the  period  since  January  1,  1947.  Of  these  sixty-three,  only  two  asserted  the  use  of 
100  per  cent  of  the  appraised  value  in  assessing  property.  Both  counties,  however,  assessed  proper- 
ty at  "100  per  cent  of  the  1941  cost  basis"  when  reassessing  property  in  1950  and  1951,  respectively. 
It  is  evident  that  in  each  instance  the  100  per  cent  is  only  fictional  due  to  the  increases  in  values 
over  the  ten  year  period.  Twelve  counties  either  did  not  reply  to  the  question  as  to  the  percentage 
used,  based  their  assessed  values  on  1941  costs,  or  indicated  that  no  percentage  was  used  but  that 
values  were  uniform.  The  remaining  fifty-one  counties  assessed  real  estate  at  percentages  of  ap- 
praised values  ranging  from  20  per  cent  to  80  per  cent  with  twenty-seven  counties  using  percen- 
tages of  50  per  cent  or  less. 

Inflationary  increases  in  values  of  real  estate,  failure  to  reassess  real  estate  at  frequent  inter- 
vals and  the  resistence  of  taxpayers  to  high  value  assessments  has  made  it  extremely  difficult  for 
local  units  to  assess  all  property  at  its  full  value  in  money  as  the  statutes  require.  The  presence  in 
the  statutes  of  any  provision  which  is  not  widely  observed,  as  is  the  case  here,  may  be  considered 
undesirable.  In  the  present  instance  there  are  two  lines  of  reasoning  which  support  this  contention. 
First,  the  failure  to  assess  real  estate  at  its  full  current  value  provides  a  sound  argument  for  as- 
sessing other  property  at  less  than  its  full  value.  But  when  the  statute  is  being  disregarded  it 
becomes  easier  to  go  a  step  further  and  use  different  assessment  standards  for  different  types  of 
property.  Second,  the  presence  in  the  statute  of  the  full  value  requirement  renders  it  difficult  for 
a  taxpayer  to  prove  discrimination  in  the  assessment  of  his  property  upon  appeal  to  a  County 
Board  of  Equalization,  the  State  Board  of  Assessment  or  the  Courts.  His  property  may  be  assessed 
at  a  higher  'proportion  of  full  value  than  some  other  property,  but  unless  it  is  valued  at  more  than 
full  value,  which  is  unlikely,  or  unless  he  can  cite  identical  property  which  has  a  lower  assessed 
value,  which  is  very  difficult,  the  assessment  will  usually  be  upheld  upon  appeal. 

Replies  to  questions  concerning  exemption  of  property  from  taxation  revealed  that  extra-legal 
exemptions'-'  of  one  type  or  another  are  allowed  in  a  substantial  majority  of  the  eighty-one  counties 
completing  the  questionnaire. 

Violation  of  the  uniformity  requirement  of  the  Constitution  as  well  as  the  "true  value"  assess- 
ment requirement  of  the  Machinery  Act  results  from  classification  by  local  officials  of  selected  types 
of  property  for  separate  or  different  treatment  not  selected  or  classified  for  such  treatment  by  the 
General  Assembly.  Classification  is  effectively  accomplished  by  the  application  of  different  rules 
or  standards  in  the  assessment  of  different  classes  of  property.  Such  action,  however,  is  seldom 
officially  recorded  in  the  minutes  of  the  Boards  of  County  Commissioners.  It  is,  nonetheless,  official 
policy  in  many  counties  according  to  the  replies  of  the  tax  supervisors  to  the  questionnaire.  Some 
comparisons  of  the  treatment  given  different  types  of  property  based  on  the  replies  in  the  question- 
naire are  made  in  the  following  paragraphs. 

Inventories  of  Merchants  and  Manufacturers.  The  replies  to  questions  appearing  in  the  ques- 
tionnaire indicated  that  fifty-three  counties  have  a  definite  policy  of  assessing  inventories  of  both 
merchants  and  manufacturers  at  a  fixed  percentage,  less  than  100,  of  the  value  listed  by  the  tax- 


"'  See  "Basic  Legal  Problems  in  the  Taxation  of  Property,"  pages  25  and  26, 
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payer.  Such  percentages  range  from  20  per  cent  to  80  per  cent  of  the  listed  vakie.  Seven  of  the 
fifty-three  counties  indicated  that  they  apply  different  percentages  to  merchants'  inventories  than 
they  apply  to  manufacturers'  inventories,  both  as  a  matter  of  policy.  For  example,  one  county 
assesses  merchants'  inventories  at  60  per  cent  of  book  value  and  manufacturers'  inventories  at 
30  per  cent  of  book  value.  Another  county  assesses  all  inventories  at  60  per  cent  of  book  value 
except  finished  goods  inventories  of  manufacturers  which  are  assessed  at  20  per  cent  of  book  value. 
Several  counties,  not  included  in  the  fifty-three  using  definite  percentage  adjustments  to  inven- 
tories, differentiate  between  merchants'  and  manufacturers'  inventories  in  other  ways,  such  as 
having  a  fixed  policy  for  one  class  and  accepting  the  amount  listed  without  adjustment  for  the  other. 

Furniture,  Fixtures,  Machinery  and  Equipment.  The  questionnaires  also  revealed  that  dif- 
ferent treatment  is  given  to  store  and  office  furniture  and  fixtures  on  the  one  hand  and  factory 
machinery  on  the  other  in  the  assessment  of  such  property  in  a  number  of  counties.  Of  the 
seventy-eight  counties  giving  usable  answers  to  the  questions  concerning  these  types  of  prop- 
erty, twenty-two  indicated  that  factory  machinery  and  equipment  were  treated  differently  from 
store  and  office  furniture  and  fixtures.  The  differences  occurred  either  in  the  base  upon  which  the 
assessed  value  was  made,  or  in  the  application  of  different  percentages  to  the  base  in  determining 
the  assessed  value,  or  in  both.  Eight  counties  used  the  same  base  for  both  types  of  property,  but 
assessed  the  two  types  of  property  at  different  percentages  of  the  base.  For  example,  one  county 
assesses  factory  machinery  at  30  per  cent  of  book  value  but  assesses  office  and  store  furniture  and 
fixtures  at  60  per  cent  of  book  value.  Five  counties  reported  that  they  apply  the  same  percentages 
but  use  different  bases  for  assessing  these  two  types  of  property  such  as  using  replacement  cost  for 
one  and  accepting  the  taxpayers'  declaration  of  value  for  the  other  type  of  property.  Four  counties 
use  different  bases  and  then  apply  different  percentages  to  these  bases  in  an  apparent  effort  to 
offset  the  differences  in  bases  and  to  equalize  the  assessments  for  the  two  types  of  property.  It  should 
not  be  overlooked,  however,  that  fifty-six  counties  apply  the  same  standards  to  both  types  of 
property. 

Automobiles.  In  comparing  the  methods  used  in  assessing  automobiles  with  the  methods  used 
in  assessing  merchants'  and  manufacturers'  inventories  of  sixty-three  counties  supplying  sufficient 
information  upon  which  to  base  a  comparison,  it  was  found  that  thirty-five  counties  assess  auto- 
mobiles at  a  higher  percentage  of  market  value  than  they  do  inventories,  that  ten  assess  auto- 
mobiles at  a  lower  percentage  of  market  value  than  they  do  inventories,  and  that  eighteen  have 
policies  which  virtually  equalize  the  assessments  of  automobiles  with  the  assessments  of  inven- 
tories ;  four  of  these,  however,  accept  values  of  inventories  declared  by  taxpayers  without  attempt- 
ing to  verify  the  value.  Nine  of  the  forty-five  counties  having  policies  which  result  in  differences 
are  apparently  attempting  to  equalize  the  assessments  but  miss  the  mark  by  small  margins. 

Other  comparisons  were  made  revealing  numerous  differences  in  treatment  among  the  six 
classes  or  types  of  property  about  which  data  as  to  assessment  ratios  was  collected  on  the  ques- 
tionnaire, namely,  real  estate,  automobiles,  factory  machinery  and  equipment,  store  and  office 
furniture  and  fixtures,  merchants'  inventories  and  manufacturers'  inventories.  It  was  discovered 
that  some  counties,  as  a  matter  of  official  policy,  apply  different  percentages  in  the  assessment  of  as 
many  as  four  of  the  six  classes  of  property  covered  by  this  analysis.  The  extent  to  which  counties 
classify  property  for  tax  purposes  without  statutory  authority,  there))y  violating  the  uniformity 
requirement  of  the  Constitution,  is  demonstrated  by  noting  that  oiiJif  eight  of  the  cUjhfii-onc 
comitie.'i  covered  by  the  stndy  of  assessment  practices  have  a  definite  policij  aimed  at  cquaJizi)i(] 
the  assessment  of  all  six  of  the  classes  of  propertij  included  in.  this  a^ialysis. 

It  is  possible  that  classification  of  property  for  different,  or  preferential,  treatment  may  occur 
with  respect  to  real  property  as  well  as  personal  property.  It  is  the  opinion  of  this  Commission, 
however,  that  the  wide  variations  which  occur  between  ratios  of  assessed  values  and  current  mar- 
ket values  for  real  estate  holdings  within  a  single  county  result  from  causes  other  than  conscious 
classification.  Such  causes  are  failure  to  reassess  real  estate  at  reasonable  intervals,  failure  to  adopt 
uniform  standards  for  use  by  the  appraisers  at  the  time  of  a  general  reassessment  of  real  estate, 
and  failure  to  use  properly  trained  personnel  in  the  reassessment  program.  This  is  not  to  imply, 
however,  that  fii'ms  engaged  in  the  business  of  appraising  projierty  on  a  contractual  basis  must  be 
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employed  to  achieve  satisfactory  results.  There  have  been  instances  in  North  Carolina  in  recent 
years  when  properly  trained,  local  personnel,  working  under  the  supervision  of  the  local  tax  super- 
visor and  using  predetermined  standards  have  done  a  professional  job  with  commendable  results. 

Although  there  appears  to  be  little  conscious  classification  of  real  estate,  wide  variations  in 
assessment  ratios  are,  nonetheless,  violations  of  the  uniformity  requirement  of  the  Constitution. 
In  order  to  obtain  factual  data  as  to  the  ratios  of  assessed  value  to  current  market  values,  the 
Commission  conducted  a  study  of  the  ratios  of  assessed  values  to  sale  prices  of  recently  transferred 
real  estate.  The  tax  supervisors  of  the  100  counties  were  invited  to  participate  in  the  collection 
of  the  data.  The  tax  supervisors  of  sixty-six  counties  from  all  sections  of  the  State  cooperated  in 
this  project  not  only  by  gathering  data  from  the  county  records  but  also  by  rechecking  questionable 
items  and  by  performing  any  other  services  requested.  Their  cooperation  with  the  Commission  was 
excellent. 

RATIOS  OF  ASSESSKl)  VALUES  TO  ACTUAL  SALES  PRICES 

Tlie  study  of  assessment  ratios  of  real  estate  consisted  of  an  examinatioii  of  a  number  of 
cases  of  recent  transfers  of  real  estate  in  each  of  the  sixty-six  counties  participating  in  the  survey. 
Each  transfer  was  classified  as  to  (1)  the  use  of  the  property,  (2)  the  location  of  the  property. 
(3)  the  age  of  the  property  and  (4)  the  sales  price.  Tabulations  were  then  made  for  each  classi- 
fication showing  average  assessment  ratios  for  each  class  by  county.  Means  for  measuring  the 
variations  in  ratios  within  each  county  and  within  each  class  were  also  developed.'-' 

It  should  be  borne  in  mind  throughout  the  following  discussion  that  the  findings  of  the  study 
are  representative  of  transferred  property  only  and  are  only  typical  of  the  entire  tax  roll  to  the 
extent  that  transferred  property  is  typical  of  the  tax  roll. 

As  was  anticipated,  the  study  revealed  that  the  average  assessment  ratios  vary  widely  from 
county  to  county.  The  average  ratios  ranged  from  a  low  of  17  per  cent  to  a  high  of  72  per  cent 
with  a  sixty-six  county  average  of  36  per  cent.  Of  more  concern  to  the  average  taxpayer,  however, 
is  the  deviation  of  assessment  ratios  around  the  average  for  each  county.  The  coefficient  of  varia- 
tion, a  measure  of  relative  deviation  of  items  from  the  average,  was  used  to  compare  the  dispersion 
within  each  county  with  that  within  other  counties.  This  measure  is  expressed  as  a  per  cent  of 
the  arithmetic  average  and  is  used  for  comparing  deviations  where  the  averages  are  dissimilar. 
The  smallest  coefficient  of  variation  was  found  to  be  10  per  cent.  For  that  county  it  may  be  stated 
that  there  are  two  chances  out  of  threef  that  the  assessment  ratio  of  a  parcel  of  real  estate  would 
fall  within  the  range  of  plus  16  per  cent  or  minus  16  per  cent  of  the  average  and  that  there  are 
nineteen  chances  out  of  twenty  that  the  assessment  ratio  of  a  parcel  of  real  property  would  fall 
within  the  range  of  plus  or  minus  33  per  cent  of  the  average,  leaving  only  one  chance  in  twenty 
that  the  ratio  would  deviate  from  the  average  by  more  than  33  per  cent.  If  one  unusually  large 
ratio  considered  to  be  typical  is  eliminated,  the  largest  coefficient  of  variation  would  be  84  per 
cent,  or  five  times  the  relative  dispersion  of  the  county  showing  the  smallest  such  dispersion.  The 
median  of  the  coefficients  of  variation  of  all  sixty-six  counties  is  45  per  cent.  Thus,  it  may  be 
stated  that  approximately  one-sixth  of  the  oivners  of  real  estate  in  the  sixty-six  counties,  and, 
therefore,  probably  in  the  State  as  a  whole,  have  their  property  assessed  at  values  45  per  cent  or 
more  above  the  average  for  their  county  while  a  corresponding  group  of  about  one-sixth  of  the  real 
property  owners  pay  taxes  upon  assessments  which  are  U5  per  cent  or  more  below  the  average.  If 
transferred  property  is  considered  as  being  typical  of  the  tax  rolls,  one-fourth  of  the  taxpayers  in 
the  county  having  the  largest  relative  dispersion  can  be  expected  to  have  assessment  ratios  at 
least-  30  per  cent  higher  than  the  average'  for  'tr!ie  county  and  one-fourth  of  the  taxpayers  can  be 

*A  brief   description   and   appraisal   of  the  techniques  employed  i^  tire  stndy  appears  m  the 'Appendix"  to 'tHis' 

report  and  will  not  be  duplicated  here.  "   '  ..  .'_ .'  '. "_    .■_'.  ...    .       '  .    .  '.    '  .■.- ;; _  .  ',, 

t  In  a  "noi-mal"  distribution,  two-thirds  .of  the.  items  occur  within  p.lu.s  or  minus  one  "standard  deviation" 
from  the  arithmetic  mean  and  &5  per  cent  occur -within  plu"g  or -m  inns'  two  "standard'  d-eviatiohs^'"of"  the  mean."^  The 
coefficient  of  variation  is  computed  by  dividing  the  standard  deviation  by  the  arithmetic  mean,  thus  placing  the 
average  at  100  per  cent  and  expressing  the  standard  deviation  in  terms  of  variations  from  100  per  cent.  Plus  or 
minus  one  coefficient  of  variation  would  cover  two-thirds  of  the  items,  etc.  Although  the  data  included  in  the  study 
do  not  represent  "normal"  distributions,  the  degree  of  "skewness"  is  not  great  enough  to  materially  distort  the 
results  except  in  a  few  counties. 


10  TAX  STUDY  COMMISSION 

expected  to  have  assessment  ratios  at  least  30  per  cent  less  than  the  average.  In  the  county  under 
discussion,  the  arithmetic  average  ratio  was  found  to  be  19  per  cent,  with  ratios  ranging  from  a 
low  of  4  per  cent  to  a  high  of  129  per  cent,  indicating  that  some  taxpayers  are  being  taxed  on  as- 
sessed values  that  are  nearly  six  times  as  great  in  relation  to  current  selling  prices  as  the  valuation 
upon  which  the  average  real  estate  owner  is  taxed  while  others  pay  taxes  on  a  fraction  of  the 
average  value. 

The  classification  of  transferred  real  estate  by  size  of  sales  price  revealed  a  fairly  well 
defined  pattern  for  most  of  the  sixty-six  counties.  Transfers  were  grouped  into  nine  classes  with 
the  first  class  including  sales  of  $2,000  or  less  and  the  ninth  class  including  sales  in  excess  of 
$200,000.  Although  there  were  variations  from  county  to  county  and  although  the  progressive  de- 
cline in  assessment  ratios  was  not  perfect,  an  inverse  relationship  between  size  of  sales  price  and 
size  of  assessment  ratio  was  found  in  a  large  number  of  counties.  The  highest  average  ratios 
usually  appeared  in  the  groups  with  the  lowest  sales  prices  and  the  lowest  ratios  appeared  most 
often  in  the  groups  with  sales  prices  from  $25,000  to  $50,000.  Ratios  tended  to  rise,  however,  as 
sales  prices  rose  above  $50,000.  A  look  at  the  weighted  average  assessment  ratios  by  size  of  sales 
prices  for  all  sixty-six  counties  shows  the  highest  ratio  (45  per  cent)  for  sales  of  $2,000  or  less. 
The  ratios  range  downward  as  the  size  of  the  sales  increases  to  a  low  of  33  per  cent  for  sales  of 
$15,000  to  $25,000  and  then  move  upward  to  44  per  cent  for  sales  in  excess  of  $200,000.  It  .should 
be  noted  that  properties  having  large  values  are  sold  less  frequently  than  cheaper  properties,  con- 
sequently, the  problem  of  assessing  such  properties  is  much  more  diflicult  than  assessing  properties 
where  there  are  frequent  sales  of  similar  properties  to  be  used  as  guideposts,  consequently,  the 
assessments  can  be  expected  to  be  less  accurate.  Actually,  the  number  of  sales  at  prices  in  excess  of 
$50,000  in  any  one  county  was  too  small  to  consider  the  ratios  for  the  groups  containing  such  sales 
as  significant. 

Upon  examination  of  the  tabulations  of  the  data  by  the  principal  use  of  the  property,  it  was 
learned  that  although  significant  variations  in  average  assessment  ratios  occur  between  properties 
of  different  types,  namely,  owner  occupied  residential,  rental  residential,  commercial,  farm,  manu- 
facturing, timberlands  and  other  properties  including  vacant  land,  in  virtually  all  of  the  sixty-six 
counties,  the  pattern  was  by  no  means  consistent.  This  variation  in  pattern  between  counties  was 
to  be  expected  as  different  officials  with  different  policies  administer  the  taxes  in  each  county. 
Some  of  the  apparent  dift'erences,  however,  may  be  due  to  chance  as  the  number  of  examples  within 
any  class  other  than  owner  occupied  residential  was  small  in  most  counties  and,  therefore,  not 
necessarily  representative  of  the  entire  class.  Further,  a  group  containing  a  small  number  of  cases 
is  subject  to  distortion  by  a  single  unusual  case.  For  example,  badly  depreciated  residential 
structures  may  be  sold  to  make  way  for  filling  stations.  The  sales  prices  in  such  cases  would  re- 
flect the  potential  use  but  the  assessed  valuation  would  probably  reflect  the  prior  use.  Non-typical 
circumstances  are  particularly  evident  in  transfers  of  manufacturing  property  and  farm  property. 
In  observed  cases  of  transfers  of  manufacturing  property  the  sales  prices  are  frequently  lower 
as  compared  to  assessed  values  than  would  be  expected.  It  is  believed  that  real  estate  containing 
a  manufacturing  plant  is  seldom  sold  apart  from  an  entire  business  unless  the  plant  has  proven  to  be 
unprofitable  and,  consequently,  is  sold  at  a  sacrifice  to  the  seller.  Where  this  occurs  a  high  assess- 
ment ratio  results.  The  reverse  appears  to  be  the  case  where  farm  property  is  sold.  Farm  proper- 
ties being  transferred  are  frequently  purchased  for  farm  enlargement  or  to  gain  acreage  allotments 
and  the  purchaser  will  pay  more  for  the  property  in  such  cases  than  would  a  purchaser  seeking 
the  property  on  its  own  merits.  Farms  near  cities  are  worth  far  more  as  potential  suburban  de- 
velopments or  as  industrial  sites  than  as  farms,  and  transfers  of  such  properties  reflect  this  spec- 
ulative value  in  the  sale  price  while  the  property  is  often  assessed  as  farm  acreage  without  re- 
flection of  its  speculative  value.  It  is  evident  that  the  inclusion  of  such  cases  would  reduce  the 
average  assessment  ratio  of  farm  property. 

Neither  in  the  case  of  a  sacrifice  sale  nor  in  the  case  of  a  sale  reflecting  a  speculative  gain  can 
the  ratio  of  assessed  value  to  sales  price  be  said  to  be  representative  of  the  class  in  which  the 
property  falls.  Such  ca.ses  should  not  be  excluded  from  the  tabulations,  however,  as  they  reflect 
the  effect  of  changing  market  values  upon  assessment  ratios. 
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Analysis  of  the  data  showed  that  on  the  average  transferred  real  estate  used  for  commercial 
purposes  is  subject  to  taxation  on  a  larger  portion  of  its  value  as  revealed  by  its  sale  price  than 
is  real  property  in  general  in  twenty-four  out  of  forty  counties  reporting  six  or  more  such  sales, 
while  in  only  ten  were  the  average  assessment  ratios  for  commercial  properties  below  the  county 
average  for  all  real  estate.  In  six  counties  there  was  little  difference  between  the  ratios  of  commer- 
cial real  property  and  all  real  property  included  in  the  survey.  The  reverse  was  true  with  respect 
to  farm  real  estate  in  sixty  counties  reporting  six  or  more  sales  of  farms.  Thirty-nine  counties 
had  average  assessment  ratios  for  farm  property  below  the  county  average,  eleven  had  average 
assessment  ratios  above  the  average  and  ten  did  not  differ  materially  from  the  average.  There  was 
no  weight  of  evidence  either  way  with  respect  to  owner  occupied  residential  property  with  this 
type  of  property  having  average  assessment  ratios  above  the  average  for  all  property  in  twenty- 
four  counties,  below  the  average  in  twenty  counties  and  very  near  the  average  in  the  remaining 
twenty-one  counties.  Residential  property  being  occupied  by  tenants  followed  much  the  same  pat- 
tern as  owner  occupied  residential  property.  There  were  insufficient  numbers  of  sales  of  manu- 
facturing properties  and  of  timberlands  reported  to  permit  analysis.  The  majority  of  the  sales 
of  manufacturing  real  estate  reported,  how^ever,  showed  assessment  ratios  above  the  average. 
Property  classified  as  "other,"  largely  vacant  lots  and  unused  land,  had  an  average  assessment 
ratio  below  the  county-wide  average  for  all  property  in  eighteen  out  of  twenty-two  counties  re- 
porting six  or  more  sales  of  such  property.  Low  ratios  for  such  property  is  to  be  expected,  however, 
as  many  counties  have  policies  of  assessing  vacant  lots  at  nominal  amounts  with  little  or  no  con- 
sideration being  given  to  actual  values. 

The  weighted  average  assessment  ratios  for  all  sixty-six  counties  classified  by  use  revealed  much 
the  same  pattern.  Such  ratios  range  from  26  per  cent  for  "other"  uses  to  44  per  cent  for  property 
used  for  manufacturing  purposes.'-' 

Property  was  also  classified  into  groups  according  to  the  location  of  the  property.  These  classes 
are  urban,  suburban  and  rural.  A  comparison  of  the  average  ratios  of  each  of  the  three  classes  with 
the  county-wide  average  reveals  that,  in  general,  urban  real  estate  is  assessed  at  a  higher  ratio 
of  tax  value  to  sales  price  than  is  suburban  or  rural  real  estate  and  that  suburban  real  estate  is 
assessed  at  a  higher  ratio  than  rurally  located  real  estate.  It  should  be  noted,  however,  that  the 
same  distortions  that  appear  in  the  classification  by  use  are  present  in  the  classification  by  loca- 
tion. It  would  be  well  to  note,  also,  that  the  variations  in  ratios  within  each  of  the  three  groups  is 
much  greater  than  the  variations  between  the  groups. 

Data  for  transferred  real  estate  were  grouped  into  four  classes  according  to  the  age  of  the 
principal  structure  thereon.  The  classes  were  "new,"  "recent,"  "prewar"  and  "older."  Although 
no  uniform  pattern  of  variation  within  counties  according  to  the  age  of  the  structure  was  dis- 
covered, real  estate  classified  as  "older"  (building  constructed  prior  to  1933)  was  assessed  at  a 
higher  average  ratio  in  twenty-nine  counties  compared  to  only  fourteen  counties  assessing  this  class 
of  property,  on  the  average,  at  a  lower  ratio  than  other  real  property.  Thirteen  counties  showed  no 
significant  difference  in  the  ratios  of  "older"  property  and  the  county-wide  average.  No  state-wide 
pattern  emerged  upon  examination  of  the  other  three  age  classes.  The  counties  were  divided  fairly 
equally  between  those  with  assessment  ratios  for  a  particular  age  class  higher  than  all  property 
and  those  with  ratios  for  the  class  lower  than  the  county  average  with  a  slight  excess  of  counties 
assessing  each  of  the  three  groups  below  the  average  for  all  real  estate. 

The  classifications  used  in  the  study  were  selected  to  determine  whether  or  not  any  well  estab- 
lished differences  in  assessment  ratios  result  from  differences  in  age,  location,  size  of  sales  price 
or  use  of  property  in  North  Carolina.  Although  there  appear  to  be  significant  differences  between 
classes  of  property  in  most  counties,  it  was  found  that  the  variations  between  counties  in  both  the 
direction  and  the  degree  of  differences  between  class  means  were  too  great  to  permit  confident 
generalization.  Regardless  of  the  conclusions  which  are  drawn  from  the  examination  of  the  tabula- 
tions as  to  the  significance  of  the  results,  it  is  important  to  note  that  the  variations  within  any 
class  are  greater  than  the  variations  hetiveeyi  that  class  and  any  other  class  v/ithin  the  same  county. 


'•'  Tables  givinj>-  weighted  average  ratios  for  all  classifications  appear  in  the  Appendix. 
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The  ratio  study  conti'ibuted  convincing  evidence  that  wide  differences  in  ratios  of  assessed 
to  market  value  occur  in  most  counties  in  the  State.  It  was  recognized  that  differences  in  assess- 
ment ratios  based  on  actual  sales  prices  naturally  will  occur  as  the  sales  price  in  each  case  is  the 
result  of  bargaining  between  the  buyer  and  the  seller,  but  such  differences  should  be  relatively 
small  in  most  cases.  Where  large  differences  in  ratios  are  the  rule  rather  than  the  exception,  it  is 
evident  that  the  uniformity  requirement  of  the  Constitution  has  been  violated  and  that  large  num- 
bers of  taxpayers  are  receiving  inequitable  treatment.  Any  criticism  of  the  differences  in  assess- 
ment ratios,  however,  should  be  tempered  with  the  realization  that  perfection  in  assessment  of  real 
estate  is  impossible.  Perfection  is  impossible  in  any  system  of  assessing  real  estate,  no  matter  how 
objective  it  purports  to  be,  for  any  system  must  rely  on  the  exercise  of  human  judgment  and  the 
decisions  of  the  appraisers  are,  by  nature,  partly  subjective.  The  well  planned  program  of  valua- 
tion of  property  is  designed  to  niiiiiniize  the  variations  but  can  not  claim  to  eliminate  them  entirely. 

The  findings  of  the  assessment  ratio  study  conducted  by  the  Commission  may  be  compared 
with  a  published  study  of  the  same  type  conducted  by  the  Bureau  of  the  Census.  The  study  by  the 
Census  Bureau  covered  a  sample  of  sales  of  real  estate  during  a  six  month  period  of  1956,  and 
reported  average  ratios  of  assessed  values  to  sales  price  for  selected  types  of  properties  involved 
in  measurable  sales.  No  overall  assessment  ratio  for  each  state  was  reported.  Average  ratios  were 
given  for  nonfarm  residential  properties,  single  family  nonfarm  houses,  farm  properties  and  vacant 
lots  for  each  state  and  for  commercial  properties  for  selected  states.  For  North  Carolina  the  "geo- 
graphically weighted  average"  ratio  for  nonfarm  residential  properties  was  34.0  per  cent,  the 
ratio  for  farm  properties  was  27.9  per  cent  and  the  ratio  for  vacant  lots  was  32.5  per  cent.  No  ratio 
was  given  for  sales  of  commercial  properties  in  North  Carolina  as  the  number  of  such  transfers  was 
considered  to  be  too  small.  It  was  reported  that  for  most  states  the  state-wide  average  ratios  for 
farm  properties  are  somewhat  lower  than  the  residential  average  ratios  and  that  ratios  for  com- 
mercial properties  are  similar  to  the  ratios  for  residential  properties. 

REASSESSMENT  OF  REAL  ESTATE 

The  main  problem  with  the  property  tax  is  primarily  one  of  assessment.  If  equalization  of  as- 
sessments were  achieved,  the  principal  remaining  difficulties  to  confront  the  General  Assembly 
would  be  unconstitutional  exemptions  of  property  from  taxation  and  the  competition  between 
counties  resulting  from  legislative  action  on  less  than  state-wide  basis. 

The  problem  of  equalization  of  assessments  as  it  applies  to  personal  property  could  be  im- 
proved by  the  careful  application  of  the  same  standards  to  all  types  of  property  assessed.  Equaliza- 
tion of  assessed  values  of  real  estate  would  be  accomplished  by  revaluation  of  all  real  estate  at 
frequent  intervals  in  combination  with  the  employment  of  predetermined  standards  and  the  use  of 
qualified  personnel  in  the  conduct  of  these  periodic  revaluations.  The  cost  of  conducting  an  ade- 
quate reassessment  of  all  real  estate  is  too  great  for  annual  reassessments  to  be  considered  as 
feasible  in  North  Carolina  at  this  time. 

The  greatest  handicap  in  the  way  of  compliance  with  the  statutory  requirement  of  quadrennial 
reassessment,  or  any  other  periodic  reassessment,  is  the  lack  of  adequate  machinery  in  the  statutes 
to  defray  the  cost  of  revaluation.  Under  the  existing  law  it  is  necessary  for  a  county  to  pay  for  the 
reassessment  within  the  20(:  tax  rate  limit  contained  in  the  Constitution  unless  a  special  enabling  act 
has  been  passed  by  the  General  Assembly. 

Another  problem  related  to  the  length  of  the  period  between  reassessment  of  real  property  is 
that  appeals  to  higher  authority  from  assessments  believed  to  be  unfair  or  inaccurate  are  properly 
permitted  only  during  a  limited  period  following  the  setting  of  the  value.  Consequently,  only  in  re- 
assessment years  can  appeals  be  made  for  administrative  or  judicial  review  of  the  assessed  values 
of  real  property  and  when  reassessments  are  twenty  or  thirty  years  apart  this  can  work  a  con- 
siderable hardship  upon  a  taxpayer  having  just  cause  for  questioning  his  assessment.  Not  only  is 
the  taxpayer  prevented  from  appealing  to  higher  authority,  but  there  is  no  machinery  under 
which  a  taxpayer  can  get  his  real  property  revalued  to  reflect  changes  in  value  in  other  than 
regular  re\'aluation  years,  except  where  changes  in  value  are  due  to  the  limited  set  of  circum- 
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stances  prescribed  by  statute.  The  injustices  which  result  are  multiplied  by  each  delay  in  revalua- 
tion. 

As  was  mentioned  above,  the  frequency  and  the  quality  of  reassessment  of  real  estate  are  the 
primary  factors  in  determining  the  degree  to  which  uniformity  is  achieved  as  between  real  prop- 
erty owners.  Other  factors  are  the  treatment  of  new  construction  and  the  treatment  of  other  prop- 
erties wherein  the  value  as  compared  with  the  value  of  real  property  in  general  has  changed  ma- 
terially since  the  last  general  reassessment.  As  was  stated  above,  resulting  inequities  are  intensified 
with  the  length  of  time  between  reassessments.  Although  the  statutes  require  revaluation  of  all  real 
estate  at  four  year  intervals,  legislative  sanction  has  consistently  been  given  to  the  postponement 
of  revaluation  since  enactment  of  a  permanent  statute  in  1939.  There  has  been  more  interest  in 
revaluation  following  World  War  II  than  was  the  case  in  prior  years,  possibly  due  to  distortions 
caused  by  the  inflationary  rise  in  real  estate  values.  Nevertheless,  only  twenty-one  counties  have 
held  revaluations  of  real  estate  during  the  period  since  1954  indicating  that  seventy-nine  postpon- 
ed revaluation.  During  the  four  year  period  from  1951  through  1954,  twenty-six  counties  revalu- 
ed real  estate.  Thus,  it  may  be  seen  that  fifty-three  counties  have  not  revalued  in  the  last  eight 
years.  Further,  twenty-eight  counties  have  not  revalued  real  property  in  twelve  years  and  nineteen 
counties  have  not  had  general  revaluations  since  1939.  Several  of  these  nineteen  counties  held 
their  last  revaluations  of  property  during  the  1920's  and  the  officials  of  some  counties  do  not  know 
when  the  last  revaluation  was  held.  One  of  the  counties  in  the  latter  group  has  a  revaluation  in 
process,  however,  and  three  others  have  been  directed  by  the  General  Assembly  to  revalue  property 
within  the  near  future. 

The  statutes  of  other  states  show  that,  generally,  frequent  revaluation  of  real  estate  is  con- 
sidered as  essential  to  a  properly  administered  property  tax  program.  The  National  Association 
of  Assessing  Officers  reported  in  1953  that  as  of  that  time  thirty  states  required  revaluations  of 
real  estate  annually,  four  biennially  and  eight  quadrennially.'''  Only  five  states  permitted  revalua- 
tions at  greater  intervals  than  four  years  at  the  time  of  that  report. 

COLLECTION  PROBLEMS 

The  Commission  did  not  examine  the  collection  problems  posed  for  the  various  counties  nor 
did  it  consider  the  adequacy  of  the  foreclosure  laws  of  the  State  although  both  questions  were 
raised  during  the  course  of  its  deliberations.  These  matters  could  be  the  subject  of  further  study 
in  the  property  tax  field  if  the  General  Assembly  considers  this  to  be  feasible. 

SUMMARY  OF  FINDINGS 

The  Constitution  of  North  Carolina  authorizes  the  classification  of  property  for  taxpayers,  per- 
mitting diiferent  treatment  for  each  class  but  requiring  uniformity  of  treatment  within  each  class. 
The  General  Assembly  has  exercised  its  power  to  classify  property  by  classifying  intangible  per- 
sonal property  for  taxation  at  the  State  level  only,  and  by  classifying  peanuts  and  stored  tobacco 
for  preferential  treatment  and  has  classified  baled  cotton  in  storage  for  preferential  treatment  in 
one  county.  All  other  property,  not  expressly  exempted  from  taxation,  is,  therefore,  ojie  class  of 
property  and  must  be  taxed  in  a  uniform  manner  within  each  taxing  jurisdiction. 

It  has  been  shown  that  the  requirement  of  uniformity  of  treatment  of  all  types  of  property 
not  classified  by  the  General  Assembly  is  not  widely  observed  by  the  local  taxing  units.  Uniformity 
is  violated  through  local  classification  of  property  without  authority,  through  the  application  of 
different  standards  of  assessment,  and  through  the  exemption  of  property  not  exempted  by  the 
General  Assembly.  Lack  of  uniformity  also  results  from  failure  to  revalue  real  estate  at  reason- 
able intervals.  There  is  a  further  violation  of  the  requirement  of  uniformity  arising  from  the 
exemption  by  the  General  Assembly  of  types  of  property  not  authorized  by  the  Constitution,  unless 
such  exemptions  are  considered  as  being  a  proper  exercise  of  the  classification  authority. 

Each  instance  of  failure  to  observe  the  uniformity  requirement  results  in  the  inequitable 
treatment  of  some  taxpayer  or  taxpayers.     The  exemption  or  exclusion  of  property  from  taxation 


*  National  Association  of  Assessing  Officers'  "Assessors'  News  Letter,"  June,  1953. 
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adds  to  the  burden  of  taxation  carried  by  the  remaining  taxpayers.  The  preferential  treatment  of 
any  type  of  property  also  results  in  higher  taxes  for  the  owners  of  property  not  so  favored. 
Variations  in  ratios  of  assessed  to  true  value  within  a  single  county  indicate  the  payment  of  more 
than  their  fair  share  of  the  tax  load  by  the  owners  of  property  assessed  above  the  average  ratio 
and  the  payment  of  less  than  their  fair  share  by  the  owners  of  property  assessed  below  the  aver- 
age ratio.  Assessment  of  property  at  ratios  of  assessed  to  actual  value  which  are  less  than  the 
county  average  results  from  official  classification  of  property,  from  bargaining  between  officials 
and  individual  taxpayers  and  from  inaccurate  assessments. 


CONCLUSIONS  REGARDING  AD  VALOREM  TAXATION 

After  giving  careful  consideration  to  all  of  the  information  available,  the  Commission  reach- 
ed the  conclusions  which  are  presented  in  the  following  paragraphs. 

(1)  It  is  believed  that  proper  changes  in  tax  laws  and  in  administrative  procedure  would  more 
fully  utilize  the  present  sources  of  revenue  and  to  that  extent  the  fiscal  problems  of  most  of  the 
local  governments  would  be  more  nearly  resolved. 

(2)  The  laws  providing  for  the  taxation  of  property,  as  they  are  presently  being  administered, 
do  not  conform  to  the  uniformity  requirements  of  the  Constitution  in  several  respects.  The  more 
important  of  these  are  the  exemption  of  property  without  statutory  authority,  the  classi- 
fication of  property  for  separate  treatment  without  authorization  by  the  General  Assembly  and 
the  unequal  assessment  of  properties  within  a  single  class.  All  failures  to  observe  the  uniformity 
requirement  result  in  inequitable  treatment  of  some  taxpayers. 

(3)  It  is  believed  that  the  enactment  of  local  laws  exempting  or  classifying  property  cause 
undesirable  competition  between  counties  and  places  a  heavier  burden  of  taxation  on  the  remaining 
taxpayers. 

(4)  The  statutory  requirement  of  full  value  assessment  is  almost  universally  disregarded. 
Under  these  conditions  its  presence  in  the  General  Statutes  renders  equalization  of  taxation  be- 
tween taxpayers  more  difficult. 

(5)  More  realistic  assessed  values  are  needed  in  many  counties  to  improve  the  marketability 
of  bonds  and,  thereby,  to  reduce  the  cost  of  borrowing.  (Marketability  of  bonds  may  become  a 
problem  for  most  counties  within  the  next  few  years.) 

(6)  Local  officials  have  generally  done  a  commendable  job  in  their  administration  of  the 
existing  laws.  The  suggested  revisions  in  the  laws  under  which  they  operate  will  permit  them  to  do 
a  better  job  and  would  provide  more  equitable  treatment  of  taxpayers. 

Specific  recommendations  for  the  consideration  of  the  General  Assembly  are  presented  in 
Part  II  of  this  report. 


PROBLEMS  CONCERNING  THE  REVENUE  ACT 

SIMPLIFICATION  OF  PENALTY  PROVISIONS 

The  Commission  found  that  the  Revenue  Act  contained  many  different  and  often  conflicting 
provisions  imposing  penalties  for  delinquency,  deficiency  of  payment,  failure  to  file  returns,  refusal 
to  file  returns,  fraud,  etc.  Penalty  provisions  appear  in  the  general  administrative  section  of  the 
Revenue  Act  as  well  as  in  the  various  tax  schedules.  The  rates  at  which  the  penalties  are  imposed 
for  the  same  type  of  violation  vary  from  schedule  to  schedule. 

The  Commission  feels  that  the  penalty  provisions  are  needlessly  complex  and  that  simplifica- 
tion of  these  provisions  would  be  helpful  to  taxpayers  and  to  the  officials  administering  the  Revenue 
Act.  Specific  recommendations  to  accomplish  this  objective  are  presented  in  Part  II  of  this  report. 
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OTHER  PROVISIONS  OF  THE  REVENUE  ACT 

The  Commission  examined  all  of  the  requests  for  changes  in  the  Revenue  Act  which  were  filed 
with  the  Commission  and  decided  to  recommend  a  number  of  amendments.  All  of  the  proposed 
amendments  to  the  Revenue  Act,  except  those  with  regard  to  penalties,  are  minor  in  nature  and. 
for  the  most  part,  would  merely  place  current  administrative  practice  into  the  statutes  and  will 
not  be  enumerated  here.  The  only  purpose  in  making  these  recommendations  is  to  clarify  the  law 
and  to  make  certain  provisions  more  workable.  Specific  recommendations  are  presented  in  Part  II 
of  this  report. 

RECOMMENDATIONS  MADE  BY  OTHER  STUDY  COMMISSIONS 

The  Tax  Study  Commission  maintained  liasion  with  the  Municipal  Government  Study  Com- 
mission and  upon  one  occasion  a  Committee  of  the  Tax  Study  Commission  met  with  the  Municipal 
Government  Study  Commission  for  an  informal  exchange  of  views.  Although  the  Municipal  Govern- 
ment Study  Commission  had  not  formalized  their  recommendations  to  the  General  Assembly  at  the 
time  of  the  preparation  of  this  report,  the  Tax  Study  Commission  was  in  general  accord  with  the 
proposed  recommendations  of  that  Commission  pertaining  to  taxation  as  they  were  understood  at 
the  time  of  this  writing. 

The  Tax  Study  Commission  also  maintained  constant  liasion  with  a  Committee  of  the  North 
Carolina  Constitutional  Commission  which  had  been  assigned  the  task  of  studying  those  provisions 
of  the  Constitution  relating  to  taxation.  It  is  the  understanding  of  the  Tax  Study  Commission 
that  the  recommendations  which  the  North  Carolina  Constitutional  Commission  proposes  to  make 
to  the  General  Assembly  with  regard  to  the  property  tax  in  the  taxation  section  of  the  Constitu- 
tion are  in  accord  with  the  recommendations  of  the  Tax  Study  Commission. 

The  Tax  Study  Commission  established  liasion  with  the  North  Carolina  Committee  for  the 
Study  of  Public  School  Finance  and  informed  that  Committee  of  the  general  nature  of  the  recom- 
mendations planned  by  the  Tax  Study  Commission,  but,  as  the  thinking  of  the  Public  School  Fi- 
nance Study  Committee  had  not  crystallized  at  the  time  of  the  writing  of  this  report,  no  statement 
of  the  views  of  the  Tax  Study  Commission  on  the  proposals  of  that  Committee  can  be  made. 

STATEMENT  OF  RECOMMENDED  POLICY 

In  order  that  the  tax  structure  of  North  Carolina  be  made  as  equitable  as  possible  within  the 
limitations  of  human  judgment  and  of  such  nature  as  to  encourage  the  economic  growth  of  the 
State,  it  is  recommended  that  the  following  principles  be  adopted  as  the  policy  of  North  Carolina 
with  regard  to  the  taxation  of  property : 

1.  That  local  governments  retain  the  entire  control  of  the  administration  of  the  property 
tax  except  for  the  State  collected  tax  on  intangible  property  and  the  assessment  of  certain  utility 
properties. 

2.  That  competition  between  counties  within  the  State  through  the  manipulation  of  the  tax 
base  should  be  eliminated. 

3.  That  uniformity  in  the  assessment  of  all  property  ivithin  each  county  should  be  assured  ex- 
cept for  property  classified  by  the  General  Assembly  for  separate  treatment. 
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SPECIFIC  RECOMMENDATIONS  BY  TYPE  OF  TAX 

The  following  proposals  for  amendments  to  the  laws  of  North  Carolina,  including  the  Constitu- 
tion of  North  Carolina,  are  recommended  to  the  General  Assembly  for  its  consideration. 

TAXES  ON  PROPERTY 

In  North  Carolina  the  counties,  cities,  towns,  and  special  districts  have  no  inherent  power  to 
impose  taxes.  They  derive  that  power  from  the  General  Assembly  under  the  Constitution.  Just  as 
governmental  responsibilities  are  allocated  among  different  units  and  levels  of  government  within 
the  State,  so  does  the  General  Assembly  allocate  among  them  the  sources  of  tax  revenue  required 
to  finance  those  responsibilities.* 

Property  taxation  is  one  of  the  oldest  revenue  sources  known  to  North  Carolina  government, 
both  at  the  State  level  and  at  the  local  level.  As  new  sources  of  tax  revenue  have  been  tapped  to 
finance  responsibilities  assumed  by  the  State,  the  General  Assembly  has  tended  to  drop  taxes  on 
property  as  a  source  of  State  revenue,  leaving  them  for  use  by  local  governments.  The  State  im- 
poses and  collects  taxes  on  certain  classes  of  intangible  personal  property,  but  the  revenue  there- 
from (after  deduction  of  collection  costs)  is  returned  to  the  counties  and  municipalities.  Although 
poll  taxes  and  a  variety  of  license  taxes**  produce  some  revenue,  the  tax  on  property  furnishes 
the  major  source  of  local  governmental  tax  revenue  in  this  State. 

North  Carolina  has  assumed  responsibility  for  centralized  financing  of  schools  and  roads  to  a 
degree  unknown  in  most  of  her  sister  states,  thereby  shifting  much  of  the  financial  burden  from 
local  units  of  government  to  the  State  itself.  So  long  as  the  present  allocation  of  governmental  re- 
sponsibilities remains  as  it  noiv  is,  the  Commission  recommends  that  there  he  tw  reallocation  of 
sources  of  tax  revenue  as  hetiveen  the  State  and  local  units. 

Taxes  on  property  (other  than  on  intangibles)  are  better  fitted  for  local  administration  than 
most  taxes.  The  assessing  of  property  (other  than  that  now  assessed  by  the  State  Board  of  Assess- 
ment) and  the  fixing  of  rates  necessary  to  produce  the  money  needed  to  finance  local  governmental 
obligations  are  local  rather  thayi  State  functions  and  should  remaifi  so. 

At  the  present  time  administration  of  the  local  property  tax  in  North  Carolina — in  terms  of 
equity  and  effectiveness — varies  from  taxing  unit  to  taxing  unit  and  from  property  to  property. 
In  most  cases  inequity  comes  from  two  practices:  (1)  granting  exemptions  not  sanctioned  by 
the  Constitution  and  (2)  not  assessing  all  taxable  property  by  the  same  value  standard.  To  illu- 
strate, assume  a  taxing  unit  finds  it  must  raise  a  certain  sum  of  money  to  finance  its  operations. 
If  a  particular  item  or  class  of  property  is  exempted  from  that  unit's  tax  base  the  tax  that  item 
or  class  would  have  borne  is  automatically  shifted  to  the  property  not  granted  exemption.  Further, 
if  an  item  or  class  of  property  in  that  unit  is  assessed  at  a  ratio  lower  than  that  used  in  assessing 
property  in  general  a  portion  of  the  tax  it  would  have  borne  is  shifted  to  the  property  not  so 
favored. 

Looked  at  one-by-one,  unconstitutional  exemptions  and  improper  assessment  differentials 
may  seem  small — even  desirable  in  isolated  instances — but  their  cumulative  effect  in  a  given  juris- 
diction can  be  substantial  in  terms  of  total  revenue  and  in  terms  of  total  tax  bills  paid  by  individ- 
uals. When  the  constitutional  standard  of  uniformity  is  thus  undermined,  owners  of  property  not 
given  preferential  treatment  are  forced  to  bear  a  disproportionate  share  of  the  costs  of  govern- 
ment. In  addition,  the  same  practices  that  produce  inequity  lead  to  ineffectiveness  in  the  property 
tax.  A  tax  base  shot  through  with  exclusions  and  unconstitutional  exemptions,  and  pared  down 
by  reduced  assessment  and  rate  differentials  makes  a  poor  major  source  of  governmental  revenue. 


'■■  The  General  Assembly  occasionally  provides  for  local  units  of  government  to  share  in  revenues  from  taxes 
imposed  and  collected  primarily  to  finance  State  functions,  but  this  sharing  of  revenues  should  not  be  confused 
with  allocation  of  the  power  to  tax.  At  the  present  time  part  of  the  revenue  from  the  state-imposed  franchise  tax 
and  crown  tax  on  beer  and  wine  is  shared  with  the  local  units;  so  also  do  municipalities  receive  part  of  the  proceeds 
of  the  gas  tax. 

'•'*  They  include  business,  beverage,  dog,  and  city  motor  vehicle  licenses. 
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A  property  tax  can  be  equitable  and  effective  only  if  the  base  against  which  it  is  applied  is  broad, 
uniform,  and  stable.* 

POLICY  OBJECTIVES 

To  make  the  taxes  on  real  and  tangible  and  intangible  personal  property  more  equitable  and 
effective  in  the  counties,  cities,  towns,  and  special  districts  of  North  Carolina,  the  Commission 
recommends  to  the  legislature  and  local  taxing  authorities  the  following  statement  of  policy  ob- 
jectives: 

I.  The  property  tax  base  should  be  as  broad  and  inclusive  as  possible.  In  other  words,  if 
the  tax  is  to  serve  most  effectively  as  a  source  of  revenue  in  each  taxing  unit  it  must  be  applied 
fairly  and  equally  to  as  many  items  and  classes  of  property  as  can  be  justified.  Thus, 

A.  Exemptions  should  be  limited  to  those  specifically  allowed  by  the  Constitution. 

B.  Apart  from  exemptions,  exclusions  from  the  tax  base  should  be  granted  with  great  cau- 
tion and  only  by  the  legislature.  (An  exclusion,  as  distinguished  from  an  exemption,  is  brought 
about  when,  through  exercise  of  the  power  to  classify,  the  legislature  selects  the  properties  to  be 
taxed  and  omits  or  excludes  certain  other  classes.  An  exemption  applies  with  i-espect  to  property 
included  in  the  tax  base.) 

II.  The  property  tax  base  should  be  uniform  throughout  the  State.  In  other  words,  regardless 
of  the  taxing  unit  in  which  an  item  of  property  happens  to  be  situated,  its  taxable  status  should 
be  the  same ;  it  should  be  taxable  in  all  units  or  exempt  in  all  units.  Thus, 

A.  All  classifications  of  property  should  apply  throughout  the  State.  (In  making  a  classifica- 
tion to  reduce  the  burden  of  taxation  on  a  given  class  of  property,  the  General  Assembly  should 
provide  for  its  taxation  at  a  fixed  percentage  of  the  local  rate  rather  than  on  the  basis  of  a  reduced 
assessment.) 

B.  All  exclusions  from  the  tax  base  should  apply  throughout  the  State. 

C.  All  exemptions  should  apply  throughout  the  State. 

D.  The  General  Assembly  should  not  delegate  to  local  units  power  to  exempt,  classify,  or 
exclude  from  the  tax  base ;  such  decisions  should  be  made  by  the  General  Assembly  for  the  State 
as  a  whole.  The  General  Assembly  should  prohibit  local  use  of  the  exemption  and  classification 
powers. 

III.  The  tax  base  should  be  stable  throughout  the  State.  In  other  words,  the  values  of  the 
real  and  personal  property  against  which  the  tax  is  applied  in  all  local  taxing  units  should  be 
reasonably  current  and  dependable.  This  does  not  mean,  however,  that  the  same  assessment  ratio 
should  be  used  in  all  counties.  Thus, 

A.  Revaluation  of  real  property  should  be  made  a  matter  of  established  routine  in  every 
county. 

B.  Postponement  of  real  property  revaluation  beyond  stated  reassessment  years  should  not 
be  permitted. 

C.  All  legislation  concerning  real  property  revaluations  should  be  uniform  both  in  substance 
and  in  application  throughout  the  State.  Such  uniformity  cannot  be  attained  by  delegating  this 
legislative  authority  to  local  units. 

D.  Financing  of  real  property  revaluations  should  be  placed  on  a  permanent  and  fixed  basis 
in  all  counties  through  uniform  state-wide  legislation. 


■■■  The  tax  base,  as  the  term  is  used  here,  refers  to  both  quantity  and  quality:  Quantity  in  the  sense  of  the  num- 
ber and  variety  of  items  subjected  to  the  tax;  quality  in  the  sense  of  the  amount  of  value  assigned  to  the  items 
taxed. 
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SPECIFIC  RECOMMENDATIONS 

To  effect  the  policy  objectives  outlined  above,  the  Commission  offers  the  following  specific 
recommendations : 

I.  With  respect  to  the  taxation  of  real  and  personal  property  by  local  units  of  government 
under  the  Machinery  Act,  the  Commission  recommends : 

A.  That  the  Constitution  be  amended  to  remove  any  doubt  that  the  power  to  grant  exemp- 
tions is  to  be  exercised  on  a  state-wide  basis  only  and  that  it  is  not  to  be  delegated  to  local  units 
of  government.* 

B.  That  the  Constitution  be  amended  to  remove  any  doubt  that  the  power  to  classify  prop- 
erty for  taxation  (or  for  exclusion  from  the  tax  base)  is  to  be  exercised  on  a  state-wide  basis  only 
and  that  it  is  not  to  be  delegated  to  local  units  of  government. ■•■* 

C.  That  the  General  Assembly  repeal  any  local  property  tax  exemptions  in  the  Machinery 
Act  and  other  acts  that  do  not  meet  the  objectives  previously  stated. 

D.  That  the  present  allocation  of  responsibility  for  assessing  property  and  fixing  rates  for 
local  taxation  remain  unchanged. 

E.  That  the  Machinery  Act's  requirement  of  full  market  value  assessment  by  counties  be 
deleted  from  the  law  and  that,  in  its  place,  there  be  inserted  authorization  for  each  county  to 
determine  in  a  revaluation  year  the  percentage  of  market  value  at  which  it  will  assess  property 
for  taxation  until  the  next  stated  revaluation,  this  percentage  or  assessment  ratio  to  be 

1.  The  same  for  all  classes  and  types  of  property  in  the  county.'''** 

2.  Recorded  annually  in  the  minutes  of  the  board  of  county  commissioners. 

3.  Reported  annually  to  the  State  Board  of  Assessment  for  use  by  the  Board  in  computing 
railroad  and  public  service  company  assessments  taxable  in  each  county  and  in  carrying  out  its 
other  responsibilities. 

F.  That  it  be  recognized  that  the  breadth,  uniformity,  and  stability  of  the  tax  base  is  largely 
governed  by  the  consistency  with  which  counties  adhere  to  a  firm  policy  with  respect  to  revalu- 
ation of  real  property  by  actual  appraisal,  and  that  in  North  Carolina  periodic  rather  than  annual 
reappraisal  of  real  property  is  more  suitable,  thus 

1.  All  counties  should  be  required  to  arrange  to  revalue  real  property  by  actual  appraisal 
so  that  not  more  than  eight  years  shall  elapse  between  revaluation.  Initially,  the  General  Assembly 
should  fix  a  schedule  for  these  revaluations  staggered  to  take  into  consideration  (a)  the  recency  of 
each  county's  last  revaluation,  (b)  the  ability  of  counties  to  finance  revaluations,  and  (c)  the 
probable  availability  of  competent  assessing  personnel. 

2.  In  the  fourth  year  following  revaluation  by  actual  appraisal  each  county  should  be  re- 
quired to  make  whatever  revisions  are  needed  to  bring  its  appraisal  values  into  line  with  current 
market  value,  such  revisions  to  be  made  by  horizontal  adjustments  rather  than  by  actual  appraisal. 
To  the  appraisal  values  thus  revised  each  county  should,  for  tax  purposes,  be  required  to  apply  the 
same  assessment  ratio  it  used  at  its  last  revaluation  of  real  property  by  actual  appraisal. 

3.  The  Machinery  Act's  listing  of  the  special  circumstances  in  which  specific  parcels  of  real 
property  may  be  revalued  in  non-revaluation  years  should  be  left  unchanged. 


*  Suggested  language  to  be  used  as  a  guide  in  the  preparation  of  such  amendment  is  offered  in  the  Ap- 
pendix to  this  report. 

=-■=  Ibid. 

=:=**  This  is  a  reiteration  of  existing  law.  The  General  Assembly  has  placed  all  locally-assessed  property 
(real  and  personal)  in  a  single  class,  providing,  however,  for  the  annual  assessment  of  personal  property  and  peri- 
odic (quadrennial  or  other)  assessment  of  real  property.  Thus,  the  ratio  chosen  in  a  real  property  revaluation 
must  be  adhered  to  in  assessing  all  property  (real  and  personal)  each  year  until  the  next  revaluation  of  real 
property  by  actual  appraisal.  To  do  otherwise  would  be  to  accord  different  treatment  to  different  properties  in 
a  single  class  and  thereby  do  violence  to  the  constitutional  requirement  of  uniformity  within  classes.  Should  the 
General  Assembly  exercise  its  power  to  classify  so  as  to  require  that  a  described  class  of  property  be  assessed 
at  some  specified  ratio  in  all  taxing  units,  such  a  state-wide  act  would,  with  respect  to  the  designated  class,  take 
precedence  over  the  ratio  chosen  locally  for  property  in  general.  But,  as  indicated  in  the  text  on  page  18,  such 
an  exercise  of  the  classification  power  is  not  recommended. 


20  TAX  STUDY  COMMISSION 

G.  That  the  permanent  financing  of  real  property  revaluations  by  actual  appraisal  be  made 
secure  by  enacting  laws. 

1.  Declaring  real  property  revaluation  and  tax  mapping  to  be  "special  purposes"  for  which 
counties  may  levy  a  tax  in  excess  of  the  constitutional  limit  of  20(''  on  the  $100  of  assessed  valua- 
tion for  general  purposes. 

2.  Under  the  statutory  authority  provided  in  the  preceding  paragraph,  requiring  each 
county  to  levy  annually  a  tax  which,  when  added  to  other  available  funds,  is  calculated  to  produce, 
by  accumulation  during  the  period  between  required  revaluations,  sufficient  funds  to  pay  for  revalu- 
ation of  real  property  by  actual  visitation  and  appraisal ;  requiring  that  all  funds  raised  and  set  aside 
for  this  purpose  be  earmarked  and  not  be  available  for  other  uses;  and  requiring  that  any  un- 
expended balance  remaining  in  the  earmarked  fund  following  a  required  revaluation  be  retained  in 
that  fund  for  use  in  financing  the  next  periodic  revaluation  by  actual  appraisal. 

H.  That  laws  be  passed  prescribing  minimum  standards  for  real  property  revaluations,  such 
standards  to  include  requirements 

1.  That  each  parcel  being  valued  be  visited  by  competent  appraisers. 

2.  That  all  real  property  be  appraised  according  to  written  schedules  of  value  prepared  prior 
to  the  appraisal. 

3.  That  records  be  maintained  in  sufficient  detail  to  enable  property  owners  to  ascertain  the 
method  by  which  properties  were  valued. 

11.  With  respect  to  the  State-imposed  Intangibles  Tax,  the  Commission  has  kept  two  facts 
in  mind:  (a)  this  tax  is  as  much  a  levy  on  property  as  is  the  tax  levied  by  a  county  or  city  on  real 
and  tangible  personal  property;  and  (b)  the  Constitution's  requirement  of  uniformity  applies  with 
as  much  force  to  the  Intangibles  Tax  as  it  does  to  locally-administered  property  taxes.  To  meet 
the  objectives  previously  stated  as  to  breadth,  uniformity,  and  stability  of  the  tax  base,  the  Com- 
mission recommends  that  the  General  Assembly  not  permit  any  form  of  local  option  with  respect 
to  application  of  the  Intangibles  Tax.  (Recommendations  for  certain  minor  administrative  changes 
in  this  tax  will  be  found  on  page  31.) 
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PROPOSED  AMENDMENTS  TO  THE  REVENUE  ACT 

Recommendations  for  specific  amendments  to  various  sections  of  the  Revenue  Act  are  pre- 
sented in  the  following  paragraphs.  For  the  most  part  these  recommendations  are  technical  and, 
if  adopted,  would  not  materially  affect  the  tax  liability  of  any  taxpayer.  A  few  recommendations, 
however,  are  designed  to  close  loopholes  in  the  law,  or  to  remove  inequities.  If  adopted  none  of 
these  proposals  would  have  an  appreciable  effect  upon  revenue. 

FRANCHISE  TAXES 

1.  Oath  of  Officer  Required. 

Present  Provision.  The  franchise  tax  laws  require  returns  to  be  verified  by  the  oath  of  the 
officer  making  the  report.  (G.  S.  105-116(1)  ;  G.  S.  105-117(1)  ;  G.  S.  105-118(1)  ;  G.  S.  105-119(1)  ; 
andG.  S.  105-120(1)) 

Explanation.  The  income  tax  statutes  only  require  an  affirmation  rather  than  an  oath 
and  it  is  believed  that  the  oath  serves  no  practical  purpose. 

Recommendation.  It  is  recommended  that  these  sections  be  amended  to  change  the  word 
"oath"  to  "affirmation." 

2.  Three   Factor   Allocation    Formulae — to   Whom  Applicable. 

Present  Provision.  The  franchise  tax  laws  provide  that  corporations  whose  principal  busi- 
ness is  "the  manufacture,  production  or  sale  of  tangible  personal  property"  shall  use  a  formula  of 
sales,  payrolls  and  property  to  allocate  their  capital  stock,  surplus,  etc.,  to  this  State.  The  income 
tax  laws  provide  that  the  same  formula  shall  be  used  to  allocate  income  if  the  principal  business  is 
"the  manufacture,  production  or  sale  of  tangible  personal  property  or  from  dealing  in  tangible 
personal  property."  (G.  8.105-122(3)  (A)  ;  and  G.  S.  105-134(6)   (a)) 

Explanation.  Corporations  engaged  in  "dealing  in  tangible  personal  property"  are  properly 
classified  as  "selling"  corporations.  The  omission  of  these  words  from  the  franchise  tax  laws  was 
apparently  an  oversight  in  the  drafting  of  amendments  for  the  1957  General  Assembly. 

Recommendation.  It  is  recommended  that  the  phraseologii  of  the  franchise  tax  section  he 
made  similar  to  that  used  in  the  income  tax  laivs  in  this  respect. 

INCOME  TAX 

1.  Direct  Allocation  of  Royalties. 

Present  Provision.  The  income  tax  laws  provide  for  the  direct  allocation  of  royalties  and  simi- 
lar income  to  the  state  in  which  the  principal  business  of  the  corporation  is  located.  (G.  S.  105-134 
(3)) 

Explanation.  There  may  be  cases  where  royalties  which  are  received  from  the  licensing  of 
patents,  copyrights  and  other  intangible  rights  are  a  principal  source  of  income  to  the  taxpayer 
and  where  the  use  of  such  patents  and  rights  are  an  extension  of  the  taxpayer's  regular  unitary  busi- 
ness and  are,  therefore,  not  merely  receipts  from  investments  unrelated  to  his  principal  business.  It 
is  felt  that  where  this  situation  prevails  the  income  from  such  sources  should  be  included  in  the  net 
apportionable  income  of  the  business  rather  than  allocated  separately  as  investment  income. 

Recommendation.  It  is  recommended  that  the  statutes  be  amended  to  provide  that  royalties 
he  directly  allocated,  only  when  such  income  is  not  received  from  sources  constituting  a  part  of  the 
corporation's  principal,  regular  or  unitari/  business. 

2.  Sales  Ratio — Definition  of  Sales  in  North  Carolina. 

Present  Provision.  Under  the  present  statutes,  corporations  required  to  pay  an  income  tax 
to  another  state  are  permitted  to  allocate  their  net  income  to  North  Carolina.  Income  from  invest- 
ments are  directly  allocated,  the  balance  is  apportioned  through  the  use  of  formulae.  One  of  the 
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factors  in  the  formula  is  the  ratio  of  sales  made  to  customers  in  the  State  to  customers  every- 
^\■here.  (G.  S.  105-134) 

Explanation.  Under  the  present  statute  corporations  having  all  of  their  business  operations 
in  this  State  may  qualify  for  allocation  solely  by  reason  of  paying  an  income  tax  to  another  state 
on  income  subject  to  direct  allocation  because  it  is  from  a  source  not  connected  with  the  business  of 
the  corporation.  When  such  corporations  have  customers  outside  of  North  Carolina,  but  no  business 
operations  outside  of  the  State  e.xcept  solicitation  by  salesmen,  the  use  of  the  sales  ratio  in  the 
allocation  formula  as  presently  defined  allocates  more  income  outside  of  the  State  than  is  properly 
attributable  to  property  owned  or  business  done  outside  of  the  State,  thus  reducing  their  income 
tax  liability  to  this  State. 

Recommendation.  It  is  recommeiulcd  that  the  provision  defining  sales  in  No)th  Ca)oUna  he 
amended  to  p)'ovide  that  where  a  corporation  is  permitted  to  allocate  its  income  only  because  of  in- 
come S}(bject  to  direct  allocation  all  sales  be  attributable  to  this  State. 

3.  Gross  Receipts  Ratio — Sale  of  Capital  Assets. 

Present  Provision.  The  statutes  provide  that  certain  corporations  must  use  a  gross  receipts 
ratio  in  the  allocation  of  their  net  income.  For  purposes  of  this  ratio  "gross  receipts"  include  receipts 
from  all  sources  unless  subject  to  direct  allocation.  (G.  S.  105-134(6)    (f ) ) 

Explanation.  When  a  corporation  required  to  use  the  gross  receipts  ratio  sells  a  capital  asset, 
the  inclusion  of  the  receipts  from  the  sale  in  the  ratio  results  in  a  distortion.  The  situation  may 
arise  where  a  corporation  has  a  loss  from  the  sale  of  a  capital  asset  outside  of  the  State  but  may 
be  able  to  apportion  a  substantial  part  of  the  net  income  from  its  principal  business  to  sources  out- 
side the  State  through  the  inclusion  of  the  sale  price  in  its  gross  receipts  ratio.  This  situation  may 
operate  to  the  benefit  or  detriment  of  corporations  in  varying  circumstances. 

Recommendation.  It  is  recommended  that  the  income  tax  statutes  be  amended  to  exclude  re- 
ceipts from  the  casual  sale  of  property  used  in  the  production  of  income  in  the  trade  or  business 
from  both  the  numeratoi'  and  the  denominator  of  the  gross  receipts  ratio. 

4.  Exemptions  of  Electric  and  Telephone  Membership  Corporations. 

Present  Provision.  Electric  and  telephone  membership  corporations  organized  under  G.  S.  117- 
19  are  exempted  from  taxation  under  the  provisions  of  that  statute.  The  income  tax  laws  contain 
no  provision  for  the  exemption  of  these  corporations.  (G.  S.  105-138(2)) 

Explanation.  It  seems  desirable  to  include  a  provision  exempting  such  corporations  in  the  in- 
come tax  laws  for  the  sake  of  clarity. 

Recommendation.  //  is  recommended  that  the  income  tax  lau-s  be  amended  to  provide  for  the 
exemption  of  electric  and  telephone  membership  corporations  organized  and  operated  under  the  pro- 
xisions  of  G.  S.  117-1!). 

5.  Deduction  of  Interest  <m  Loans  Guaranteed  by  Parent  Corporation. 

Present  Provision.  Under  the  present  statutes  a  subsidiary  corporation  is  prohibited  from 
deducting  interest  paid  on  indebtedness  owed  to  or  endorsed  by  the  parent  corporation,  except  that 
if  any  part  of  the  capital  used  by  the  parent  is  "borrowed  capital"  the  subsidiary  may  deduct  the 
proportion  of  the  interest  paid  to  the  parent  that  the  borrowed  ca])ital  of  the  parent  l)ears  to  the 
total  assets  of  the  parent.  (G.  S.  105-143) 

Explanation.  There  is  no  specific  language  permitting  the  deduction  of  a  portion  of  the  in- 
terest paid  on  indebtedness  endorsed  or  guaranteed  by  the  parent  corporation  where  the  parent 
used  borrowed  caintal.  It  is  administrative  i)ractice,  however,  to  permit  this  deduction  and  it  is 
believed  that  the  practice  should  be  written  into  the  statutes. 

Recommendation.  It  is  recommended  that  subsidiary  corporations  paying  interest  on  indebt- 
edness endorsed  by  the  parent  corporation  be  permitted  to  deduct  the  proportion  of  such  interest 
that  the  borrowed  capital  of  the  parent  bears  to  the  total  assets  of  the  parent. 
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6.  Definition  of  Borrowed  Capital. 

Present  Provision.  The  statutes  define  "borrowed  capital"  for  the  purpose  of  ascertaining 
the  deductible  portion  of  interest  paid  by  a  subsidiary  corporation  to  the  parent  corporation  to  be 
"all  loans  and  credits  obtained  by"  and  "all  goods,  supplies  or  other  capital  of  whatever  nature 
borrowed  by  the  parent  corporation."    (G.  S.  105-143) 

Explanation.  The  definition  of  "borrowed  capital"  is  thought  to  be  too  general  and  is  dif- 
ficult to  administer.  The  definition  of  "borrowed  capital"  which  was  found  in  the  Federal  excess 
profits  tax  law  is  believed  to  be  clear  and  is  understood  by  most  of  the  tax  officials  of  the  corpora- 
tions to  which  the  statute  is  applicable.  It  is  believed  that  this  definition  should  be  substituted  for 
the  one  appearing  in  the  Revenue  Act. 

Recommendation.  It  is  recommended  that  the  definition  of  "borrowed  capital"  be  amended  to 
read  as  follows:  "The  term  'borrowed  capital'  shall  mean  the  outstanding  indebtedness  (other  than 
interest  due)  of  the  taxpayer,  incurred  in  good  faith  for  the  purpose  of  the  busiyiess,  which  is 
evidenced  by  a  bond,  note,  bill  of  exchange,  debenture,  certificate  of  indebtedness,  mortgage,  deed 
of  tiust,  bank  loan  agreement,  or  conditional  sales  contract." 

7.  Involuntary  Conversions  of  Property. 

Present  Provision.  The  statutes  provide  that  where  property  is  involuntarily  converted  into 
other  property  (due  to  destruction,  theft,  condemnation,  the  threat  of  condemnation,  etc.)  which 
is  similar  or  related  in  service  or  use  or  into  money  and  that  money  is  spent  for  such  similar  pro- 
perty, no  gain  is  recognized  for  income  tax  purposes.  If  a  loss  is  realized,  however,  the  loss  is  de- 
ductible in  the  year  realized,  but  only  if  such  loss  would  have  been  recognized  had  the  property 
been  converted  voluntarily.  Any  gain  is  taxable  unless  such  similar  property  is  purchased  "forth- 
with" or  a  replacement  fund  is  established.  The  replacement  fund  must  be  expended  within  one 
year  from  receipt  of  the  money  unless  the  period  is  extended  by  the  Commissioner  of  Revenue. 
The  Commissioner  may  make  assessments  on  account  of  any  taxable  gain  within  three  years  of  the 
filing  date  of  the  return  for  the  year  of  conversion  or,  if  a  replacement  fund  is  established,  within 
three  years  of  the  time  the  fund  is  expended.  (G.  S.  105-144.1) 

Explanation.  The  present  statutes  relating  to  involuntary  conversions  differ  from  the  pro- 
visions of  the  Federal  Internal  Revenue  Code  of  1954  in  three  important  respects.  First,  no  pro- 
vision is  made  for  situations  where  the  taxpayer  purchased  similar  property  out  of  his  own  funds 
or  with  borrowed  funds  in  anticipation  of  the  receipt  of  money  from  the  conversion  and  then  used 
the  proceeds  of  the  conversion  to  replace  his  own  funds  or  repay  the  loan.  Under  the  Federal  law 
this  is  considered  to  be  a  proper  acquiring  of  similar  property.  Second,  the  Federal  law  permits  the 
taxpayer  to  purchase  the  similar  property  beginning  with  the  date  of  the  conversion  and  ending 
one  year  after  the  close  of  the  taxable  year  in  which  any  part  of  the  gain  on  the  conversion  is  reali- 
zed rather  than  requiring  immediate  purchase  or  the  immediate  establishment  of  a  replacement 
fund.  Third,  the  Federal  Code  permits  the  making  of  an  assessment  within  three  years  after  the 
taxpayer  reports  the  replacement  of  the  converted  property.  Further,  the  definition  of  involuntary 
conversion  does  not  include  livestock  destroyed  or  sold  or  exchanged  because  of  disease. 

Recommendation.  It  is  recommended  that  the  three  provisions  of  the  Internal  Revenue  Code 
of  195.'+  described  above  be  incorporated  into  the  Revenue  Act.  It  is  fn7-ther  recom mended  that  the 
Commissioner  of  Revenue  be  authorized  to  use  the  Federal  rules  and  regulations  and  Federal  Court 
decisions  pertinent  to  the  administration  of  Section  1033  of  the  Internal  Revenue  Code  of  19-5A  as 
a  guide  in  interpreting  the  provisions  of  G.  S.  105-m.l.  It  is  further  recommended  that  where 
livestock  is  destroyed  by  or  on  account  of  disease  or  is  sold  or  exchanged  because  of  disease,  such 
destruction  or  sale  or  exchange  be  treated  as  an  involuntary  conversion. 

8.  Definition  of  Property  of  "Like  Kind." 

Present  Provision.  Under  the  present  statute,  no  gain  or  loss  is  recognized  for  income  tax 
purposes  when  property  is  exchanged  for  other  property  of  "like  kind."  (G.  S.  105-145(1) ) 

Explanation.      There  is  no  statutory  definition  of  property  of  "like  kind."  It  is  felt  that  for 
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purposes  of  administering  this  provision  the  Commissioner    should,    wherever    possible,    use   the 
Federal  rules  and  regulations  since  the  Federal  Code  contains  a  similar  provision. 

Recommendation.  It  is  recommended  that  in  determining  'pruperty  of  "like  kind"  the  Com- 
missioner of  Revenue  be  directed  to  use,  as  a  guide,  the  Federal  Code  a}id  Treasury  Regulations 
pertinott  to  the  Administration  of  this  provisioii. 

9.  Deductible  Portion  of  Dividend  Income. 

Present  Provision.  The  income  tax  laws  i-equire  that  all  dividends  received  be  included  in 
the  gross  income  of  the  taxpayer.  In  the  determination  of  net  income,  dividends  received  are  deduct- 
ible in  the  same  proportion  as  the  entire  net  income  of  the  corporation  paying  the  dividends  is 
taxable  in  this  State  during  the  prior  year.  If  the  corporation  paying  the  dividend  had  no  net  in- 
come during  the  prior  year  special  rules  apply.  If  a  domestic  corporation  had  no  net  income,  the 
entire  amount  of  the  dividends  from  such  corporations  is  deductible.  If  a  foreign  corporation  had 
no  net  income,  a  deduction  is  allowed  in  the  same  proportion  as  if  the  corporation  had  had  a  net 
income  for  the  year.  In  determining  the  taxable  value  of  shares  of  stock  for  intangibles  tax  pur- 
poses, the  market  value  of  stock  is  deductible  in  the  same  proportion  as  dividends  are  deductible 
for  income  tax  purposes.  (G.  S.  105-135;  G.  S.  105-147(5)  and  G.  S.  105-203) 

Explanation.  The  method  of  computing  the  deductible  portion  of  dividends  received  from 
domestic  corporations  having  no  net  income  differs  from  that  used  in  computing  the  deductible 
portion  of  dividends  received  from  foreign  corporations.  The  method  applicable  to  domestic  cor- 
porations offers  the  opportunity  for  avoidance  of  taxation  by  paying  dividends,  principally,  in 
years  in  which  no  net  income  was  received.  Since  the  allocation  formula  prescribed  by  statute  was 
amended  in  1957  to  apply  uniformly  to  both  domestic  and  foreign  corporations,  it  is  felt  that  the 
manner  of  determining  the  portion  of  the  dividends  received  which  a  taxpayer  may  deduct  in  arriv- 
ing at  his  net  taxable  income  should  also  be  uniform.  The  purpose  of  these  deductions  under  the 
income  tax  and  the  intangibles  tax  is  to  prevent  "double"  taxation.  This  principle  is  well  served 
by  the  method  applicable  to  foreign  corporations. 

Another  problem  arises  in  cases  wherein,  for  a  particular  year,  a  corporation  reports  an 
overall  net  income  but  reports  a  net  loss  in  North  Carolina  and  wherein  a  corporation  reports  an 
overall  net  loss  but  reports  a  net  income  in  this  State.  In  the  first  situation  the  entire  amount  of 
any  dividends  and  the  entire  market  value  of  the  stock  would  be  taxable  to  the  shareholder  even 
though  a  substantial  portion  of  the  business  is  conducted  in  this  State  and  in  the  second  case  the 
entire  amount  of  any  dividends  and  of  the  market  value  of  the  stock  would  be  non-taxable.  It 
appears  that  it  would  be  more  equitable  to  all  concerned  to  require  the  use  of  the  appropriate  allo- 
cation ratio  in  cases  wherein  a  corporation  reports  a  net  income  in  the  State  and  an  overall  net 
loss  or  vice  versa. 

Recommendation.  It  is  recommended  that  the  deductible  portion  of  dividends  received  by  a 
taxpayer  be  equal  to  the  proportion  of  the  entire  net  income  or  loss  of  the  corporation  allocable  to 
this  State  under  the  provisions  of  G.  S.  105-13Ji.,  Subsectioyis  (1)  through  (6)  except  that  where  a 
corporation  has  a  net  taxable  income  in  North  Carolina  and  a  net  loss  from  all  sources  ivherever 
located,  or,  where  a  corporation  has  a  net  loss  in  North  Carolina  and  a  net  income  from  all 
sources  wherever  located,  the  allocation  ratio  determined,  under  the  provisions  of  Subsectioyi  (6)  of 
G.  S.  105-1S4  be  iised  in  determining  the  taxable  portion  of  any  dividends  received  from  such  ror- 
poratioyi. 

10.  Dividends  Received  Through  a  Trust. 

Present  Provision.  The  i)resent  statute  permits  a  beneficiary  of  a  distributable  trust  receiving 
dividends  from  such  trust  to  deduct  from  his  gross  income  that  i)ortion  of  the  dividends  received 
which  would  otherwise  be  deductible  if  received  from  the  paying  corporation  rather  than  through 
the  trust.  The  amount  of  the  deduction  to  be  taken  by  the  various  beneficiaries  is  the  proportion 
of  the  income  from  the  trust  which  the  deductible  portion  of  dividends  received  by  the  trust  bears 
to  the  gross  income  of  the  trust  from  all  sources  taxable  in  this  State.   (G.  S.  105-147(5)) 
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Explanation.  In  situations  where  a  trust  has  income  from  other  sources  and  expenses  in 
connection  therewith,  the  use  of  "gross  income"  for  purposes  of  determining  the  deductible  portion 
of  dividends  received  does  not  accomplish  the  results  which  appear  to  have  been  intended  as  the 
beneficiary  of  the  trust  does  not  get  the  benefit  of  the  entire  deduction  he  would  otherwise  have 
gotten. 

Recommendation.  It  is  recommended  that  the  statutes  providing  for  the  deduction  of  a  por- 
tion of  the  income  received  from  a  distributable  trust  by  a  beneficiary  thereof  to  reflect  deduct- 
ible dividends  received  by  the  trust  be  amended  to  permit  the  deduction  in  the  proportion  that  the 
deductible  portion  of  dividends  received  by  the  trust  bears  to  the  net  income  of  the  trust. 

11.  Depletion  Allowances — Adoption   of   "Purpose  Rule." 

Present  Provision.  The  statutes  permit  the  deduction  of  an  amount  to  cover  the  depletion  of 
natural  resources.  In  the  case  of  certain  minerals  the  depletion  allowance  is  computed  by  taking  a 
prescribed  percentage  of  the  gross  income  received  from  the  sale  of  the  mineral.  (G.  S.  105-147(8) ) 

Explanation.  This  provision  is  patterned  after  the  Federal  Law  and  provides  that  the  Federal 
rules  and  regulations  shall  be  applicable  in  interpreting  and  applying  percentage  depletion  allow- 
ances. The  1954  Federal  Code  adopted  a  rule  whereby  the  purpose  for  which  the  mineral  is  to  be 
used  is  taken  into  consideration  when  determining  the  applicable  rate  to  be  permitted.  The  purpose 
rule  is  useful  in  operations  having  by-products.  It  is  felt,  therefore,  that  more  uniformity  would 
be  obtained  by  the  adoption  of  the  purpose  rule  for  determination  of  the  depletion  allowance  and 
that  its  adoption  would  also  serve  to  clarify  the  percentage  categories  applicable  to  each  particular 
type  of  operation. 

Recommendation.  It  is  recommended  that  the  Federal  rule  be  adopted  and  that  the  purpose 
for  which  minerals  are  used  determine  the  rate  of  percentage  depletion  arid  that  percentage  deple- 
tion not  be  allowed  for  any  minerals  2vhich  are  used,  or  sold  for  7(se,  as  riprap,  ballast,  road  ma- 
terial, rubble  concrete,  aggregates  or  for  similar  purposes. 

12.  Deduction  of  Premiums  on  Group  Life  Insurance. 

Present  Provision.  The  statutes  specifically  provide  that  in  computing  net  income  no  deduc- 
tion shall  be  allowed  for  premiums  paid  on  any  life  insurance  policy.  The  statutes,  however,  per- 
mit an  employer  to  deduct  all  ordinary  and  necessary  business  expenses.  (G.  S.  105-147(1)  and 
G.  S.  105-148  (c)) 

Explanation.  Business  practice  in  recent  years  has  been  such  that  employers  frequently  pay 
certain  life  insurance  premiums  on  behalf  of  their  employees.  Such  payments  are  generally  recog- 
nized as  ordinary  and  necessary  business  expenses.  Administrative  practice  permits  the  deduction 
of  such  payments  where  the  insurance  is  under  a  group  plan.  It  is  felt,  however,  that  the  deduction 
of  such  payments  should  not  be  allowed  unless  the  group  plan  under  which  the  payments  are  made 
has  been  approved  by  the  Commissioner  of  Insurance. 

Recommendation.  It  is  recommended  that  no  deduction  be  allowed  for  premimns  paid  on  any 
life  insurance  policy  except  to  the  extent  that  such  payments  are  made  by  the  employer  for  the 
benefit  of  employees  and  are  made  under  group  life  insurance  plans  approved  by  the  Commissioner 
of  Insurance  and  constitute  ordinary  and  necessary  expemse. 
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SALES  AND  USE  TAX 

1.  Nonresident  Retail  Merchants. 

Present  Provision,  Under  the  present  statute  a  wholesaler  must  collect  the  3  per  cent  retail 
sales  tax  on  all  sales  not  made  to  a  registered  retail  or  wholesale  merchant  or  a  nonresident  retail 
nicrchatit  for  resale.  A  "nonresident  retail  merchant"  is  defined  as  a  person  whose  business  establish- 
ment is  located  outside  North  Carolina  and  who  engages  in  the  business  of  a  "retailer."  A  "retailer" 
is  defined  as  a  person  making  sales  of  tangible  personal  property  at  retail  for  "storage,  use  or  con- 
sumption in  this  State  .  .  .  ."    (G.  S.  105-164.3(10)  and  (14)  ;  G.  S.  105-164.5(2),  (3)  and  (4)) 

Explanation.  There  is  a  conflict  in  the  statutes  as  the  "nonresident  retailer"  contemplated  in 
the  law  purchases  merchandise  in  this  State  for  resale  outside  of  this  State  but  the  definition  of 
"nonresident  retail  merchant"  incorporates  the  definition  of  "retailer"  which  is  one  making  sales 
for  storage,  use  or  consumption  in  this  State.  The  nonresident  retailer  does  not  sell  "in  this  State", 
if  he  did  he  would  become  a  registered  retailer.  As  he  is  a  bona  fide  retailer,  sales  to  him  should  be 
treated  as  wholesale  sales  under  the  sales  tax.  This  interpretation  is  contained  in  Rule  49  of  the 
Sales  and  Use  Tax  Regulation.  It  is  believed  that  sales  to  nonresident  wholesalers  for  resale 
should  also  be  considered  as  wholesale  sales  for  sales  tax  purposes. 

Recommendation.  It  is  recommended  that  the  term,  "nonresident  retail  mercha7it"  be  changed 
to  "nonresident  retail  or  wholesale  merchant"  in  every  place  in  which  it  appears,  and  that  the 
term  "noyiresident  retail  or  wholesale  merchant"  he  defined  to  include  every  person  whose  busi- 
ness establishment  is  located  outside  North  Carolina  and  ivho  engages  in  the  business  of  buying  or 
acquiring,  by  consignment  or  otherwise,  any  tcmgible  personal  property  and  selling  the  same  at  re- 
tail or  wholesale. 

2.  Taxation  of  Sales  of  Food  by  Caterers. 

Present  Provision.  The  present  statute  defines  "  'sale'  or  'selling'  "  as  including  "the  furnish- 
ing, preparing  or  serving  for  a  consideration  of  any  tangible  personal  property  consumed  on  the 
premises  of  the  person  furnishing,  preparing  or  serving  such  tangible  personal  property."  (G.  S. 
105-164.3(15)  ) 

Explanation.  The  above  quoted  portion  of  the  definition  of  "  'sale'  or  'selling  ' "  is  intended  to 
make  the  sale  of  prepared  food  subject  to  the  retail  tax.  The  use  in  this  provision  of  the  words  "on 
the  premises  of  the  person  furnishing,  preparing  or  serving  such  tangible  personal  property"  leaves 
in  doubt  the  status  of  caterers  furnishing,  preparing  or  serving  tangible  personal  property  off 
their  premises.  The  administrative  practice  is  to  tax  such  sales  by  caterers.  It  is  believed  that  the 
law  should  be  clarified  in  this  respect  by  adoption  of  the  present  administrative  practice. 

Recommendation.  It  is  recommended  that  the  definition  of  "  'sale'  or  'selling'  "  be  amended  to 
include  the  furnishing,  preparing  or  serving  for  a  consideration  of  any  tangible  personal  pro- 
perty to  he  consumed  at  the  place  at  u^hich  such  property  is  prepared,  served  or  sold. 

3.  Parts  and  Accessories  Installed  by  Repairmen. 

Present  Provision.  The  present  statute  provides  that  if  a  repairman  furnishes  and  attaches, 
installs,  etc.,  tangible  personal  property  to  the  property  of  customers  for  a  consideration  the  fur- 
nishing and  in.stalling,  etc.,  shall  constitute  a  sale  to  the  extent  of  the  fair  market  value  of  the 
tangible  personal  property  furnished,  etc.  The  statutes  also  provide  that  the  cost  of  labor  or  ser- 
vices rendered  in  erecting,  installing  or  applying  property  sold  when  separately  charged  shall 
not  be  included  as  a  part  of  the  sale  price  of  goods  sold.   (G.  S.  105-164.3(15)   and   (16) ) 

Explanation.  The  latter  provision  has  been  interpreted  by  the  Commissioner  of  Revenue  as 
levying  the  tax  on  the  actual  sales  price  of  parts,  etc.,  used  by  repairmen  when  the  price  is 
separately  stated  on  the  invoice.  The  first  provision  levies  the  tax  upon  the  fair  market  value 
of  parts,  etc.,  installed  by  repairmen.  Thus,  the  two  provisions  are  inconsistent.  The  Administrative 
practice  is  to  levy  the  tax  on  the  actual  charge  for  parts,  accessories,  etc.,  installed  by  repairmen 
when  the  price  is  separately  stated.  It  is  believed  that  the  law  should  be  clarified  to  follow  the  admin- 
istrative practice. 
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Recommendation.  It  is  recommended  that  the  statutes  he  clarified  to  provide  that  where  a 
serviceman  or  repairman  furnishes  and  installs  or  attaches  tangible  personal  property  to  the  real 
or  personal  property  of  customers  for  a  consideration  the  furnishing ,  etc.,  of  the  property  consti- 
tute a  scde  to  the  extent  of  the  charge  for  the  property  installed  if  separately  stated. 

4.  Treatment  of  Exemptions  from  the  Wholesale  Sales  Tax. 

Present  Provision.  The  statutes  levy  a  tax  on  wholesale  merchants  of  1/20  of  I'/c  of  their 
gross  sales.  Taxable  wholesale  sales  include  sales  classified  in  the  law  as  wholesale  sales  including 
sales  of  raw  materials  to  manufacturers  and  sales  of  wrapping  paper,  containers,  labels,  etc.,  sold 
to  manufacturers,  producers,  or  retailers.  A  wholesale  merchant  is  defined  in  the  statute  to  include 
persons  making  sales  which  are  classified  in  the  law  as  wholesale  sales.  The  law  provides  further 
that  sales  which  are  exempt  from  the  retail  sales  tax  are  also  exempt  from  the  wholesale  sales 
tax  unless  specifically  excepted.  These  exceptions  include  all  sales  which  are  wholesale  sales  only 
by  virtue  of  statutory  definition.  The  list  of  sales  exempted  from  the  retail  tax  includes  sales  by 
a  manufacturer  of  his  own  products  to  another  manufacturer  or  to  a  wholesale  or  retail  merchant 
for  resale.  (G.  S.  105-164.3(23)  and  (24)  ;  G.  S.  105-164.5;  105-164. 5  (a)  and  G.  S.  105-164.13(9) ) 

Explanation.  It  apparently  was  the  intent  of  the  General  Assembly  of  1957  in  its  rewrite  of 
the  sales  and  use  tax  laws  to  leave  the  wholesale  sales  tax  unchaiiged.  Wording  was  added  to  the 
Budget  Revenue  Bill  to  accomplish  this.  The  method  selected,  however,  to  handle  the  exemptions 
from  the  wholesale  tax  is  circuitous  and  it  is  possible  to  interpret  the  law  in  a  manner  to  tax  sales 
which  were  not  taxable  under  the  prior  law.  Such  sales  include  the  sales  by  manufacturers  of  their 
own  products  to  other  manufacturers  to  be  used  as  raw  materials  for  further  manufacturing  and 
sales  by  manufacturers  of  wrapping  materials,  containers,  labels,  etc.,  to  other  manufacturers  and 
to  wholesalers  and  retailers.  Such  sales  are  exempt  by  regulation  at  the  present  time. 

Recommendation.  It  is  recommended  that  the  provisions  exempting  certaiyi  sales  from  the 
wholesale  sales  tax  be  rewritten  as  direct  exemptions  rather  than  indirect  exemptions  with  the 
exemptions  to  follow  the  current  practice. 

5.  Inclusion  of  Transportation  Charges  in  Amount  Subject  to  Tax. 

Present  Provision.  The  present  statute  makes  the  amount  of  any  freight  or  transportation 
charge  connected  with  a  taxable  sale  subject  to  the  sales  and  use  tax  if  title  to  the  goods  passes  at 
the  destination  point.  When  title  passes  at  the  point  of  origin  of  the  shipment,  the  transportation 
charge  is  not  subject  to  the  sales  and  use  tax.  The  law  further  provides  that  all  transportation 
charges  shall  be  included  in  the  cost  price  and  subject  to  the  use  tax.  (G.  S.  105-164.12) 

Explanation.  The  section  of  the  Revenue  Act  providing  for  the  taxation  of  transportation 
charges  under  the  sales  and  use  taxes  contains  conflicting  language.  One  sentence  states  that  trans- 
portation charges  are  not  subject  to  the  use  tax  if  title  passes  at  the  point  of  origin.  Two  other 
sentences  make  such  charges  taxable.  It  was  the  apparent  intent  of  the  General  Assembly  to  make 
all  transportation  charges  subject  to  the  use  tax  regardless  of  the  point  of  passage  of  title.  Such 
is  the  present  interpretation  of  the  law.  If  the  use  tax  were  not  levied  on  all  transportation 
charges,  purchasers  of  products  the  transportation  of  which  is  costly  would  be  encouraged  to  pur- 
chase such  products  from  the  place  at  which  produced  and  thereby  avoid  a  portion  of  the  tax. 
It  is  believed  that  nothing  in  the  tax  laws  should  be  designed  to  encourage  purchases  from  out-of- 
state  suppliers. 

Recommendation.  It  is  recommended  that  the  statutes  be  clarified  to  make  certain  that  all 
transportation  charges  are  subject  to  the  use  tax. 

6.  Exemption  of  Sales  of  Fuel  and  Certain  Supplies  to  Laundries  and  Dry  Cleaners. 

Present  Provision.  Under  the  present  statute  sales  to  laundries  or  to  pressing  or  dry  cleaning 
plants  of  machinery  and  of  a  list  of  supplies  used  directly  in  the  rendition  of  the  service  are  ex- 
empt from  the  sales  tax.  (G.  S.  105-164.13(17)) 
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Explanation.  The  list  of  supplies  which  are  exempt  from  taxation  when  sold  to  laundries 
or  dry  cleaning  plants  does  not  include  fuel  used  for  the  operation  of  the  machinery  of  such  es- 
tablishments, nor  does  it  include  articles  used  to  identify  garments  in  the  process  of  being  laun- 
dered or  dry  cleaned.  Both  of  these  items  were  exempt  from  taxation  by  administrative  practice 
under  the  law  in  effect  prior  to  its  being  rewritten  in  1957,  and  have  been  continued  by  regulation 
since  the  law  was  rewritten. 

Recommendation.  It  is  recommended  that  sales  to  coMmercial  laundries  or  to  pressing  or  drij 
cleaning  establishments  of  fuel  used  for  the  operation  of  machinery  and  articles  used  for  the  identi- 
fication of  garments  being  laundered  or  dry  cleaned  be  exempted  from  the  sales  andiise  tax. 

7.  Exemption  of  Sales  of  Meals  to  Students  in  Educational  Institutions. 

Present  Provision.  Under  the  present  statute  sales  of  meals  served  in  dining  rooms  regularly 
operated  by  State  or  private  educational  institutions  or  student  organizations  of  such  institutions 
are  exempt  from  the  sales  tax  "when  such  meals  are  served  exclusively  for  students  of  such  insti- 
tutions."  (G.  S.  105-164.13(24)  (d)) 

Explanation.  In  practice,  such  dining  rooms  serve  meals  to  faculty  members,  to  visitors  and 
to  gue.sts  of  students.  Under  a  strict  interpretation  of  the  law,  sales  to  non-students  would  have  to 
be  discontinued  or  all  sales  of  meals  in  such  dining  rooms  be  subjected  to  tax.  The  administrative 
practice  is  to  permit  the  -segregation  of  sales  of  meals  served  to  students  and  sales  of  meals  served 
to  non-students.  It  is  believed  this  practice  should  be  written  into  the  law. 

Recommendation.  It  is  recommended  that  the  sale  of  meals  and  food  products  served  to  stu- 
dents in  dining  rooms  regularly  operated  by  State  or  private  educational  institutions  or  student 
organizations  thereof  be  exempt  from  the  sales  and  use  tax. 

8.  Taxable  Status  of  Sales  of  Meals  in  Boarding  Houses. 

Present  Provision.  The  present  statute  exempts  sales  of  prepared  meals  sold  in  a  boarding 
house  which  does  not  advertise  the  sale  of  meals  when  such  meals  are  sold  only  to  permanent 
roomers  of  such  boarding  house  and  the  charge  for  such  meals  is  included  in  the  weekly  or  monthly 
charge  for  the  room  of  each  boarder.   (G.  S.  105-164.13(24)  (g) ) 

Explanation.  The  above  exemption  is  predicated  on  the  charge  for  the  meals  referred  to 
therein  being  included  in  the  weekly  or  monthly  charge  for  the  room  of  each  boarder.  This  ex- 
emption has  been  administered  without  regard  to  the  phrase  "which  does  not  advertise  the  sale  of 
meals."  It  is  believed  that  the  intent  of  this  exemption  would  be  better  served  if  the  reference  to 
advertising  were  deleted. 

Recommendation.  It  is  recommended  that  the  words  "which  does  not  advertise  the  sale  of 
meals"  be  deleted  from  the  provision  exempting  the  sale  of  meals  to  permanent  roomers. 

9.  Correction  of  Error  of  Reference. 

Present  Provision.  The  sales  and  use  tax  laws  require  retailers  to  keep  separate  records  of 
taxable  sales  and  of  sales  not  taxable  "because  exempt  under  G.  S.  105-176."  ((t.S.  105-164.24) 

Explanation.  The  reference  to  G.  S.  105-176  is  in  error.  Sales  tax  exemptions  are  enumerat- 
ed in  G.  S.  105-164.13. 

Recommendation.  It  is  recommended,  that  the  reference  to  G.S.  105-176  be  corrected  to  read 
"G.  S.  105-161^.13." 

10.  Exemption  Certificates. 

Present  Provision.  The  statutes  provide  that  retailers  cannot  make  exempt  sales  to  "an  ed- 
ucational religious  or  charitable  institution  or  organization"  unless  the  Commissioner  of  Revenue 
has  issued  an  "exemption  certificate"  declaring  such  institution  is  entitled  to  the  exemption.  (G. 
S.  105-164.27;  and  G.  S.  105-164.13(31)) 

Explanation.  The  exemption  from  taxation  is  dependent  upon  the  institution  or  organiza- 
tion not  being  operated  for  profit,  but  the  section    requiring   the   exemption    certificate   does   not 
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mention  that  the  institution  or  organization  must  not  be  operated  for  protit.  For  the  sake  of  clarity 
it  is  felt  that  this  restriction  should  be  written  into  the  provision  requiring  the  exemption  certi- 
ficate. 

Recommendation.  It  is  recommended  that  the  section  of  the  sales  tax  laivs  making  the  exemp- 
tion of  sales  to  an  educational,  religious  or  charitable  institution  or  orga)iization  dependent  upon 
the  possession  of  an  exemption  certificate  from  the  Commissioner  of  Revenue  he  ame^nded  to  provide 
that  such  institution  or  organization  is  entitled  to  the  certificate  only  if  it  is  not  operated  for 
profit. 

11.  Correction  of  Error  of  Reference. 

Present  Provision.  Section  5  of  Chapter  1340  of  the  Session  Laws  of  1957  makes  reference 
to  "Article  10,  entitled  'General  Administration — Penalties  and  Remedies'."   (G.S.  105-164.44) 

Explanation.  The  references  are  in  error  as  the  General  Administration  Article  is  Article 
9  of  Subchapter  1  of  Chapter  105  of  the  General  Statutes.  The  error  was  corrected  in  the  codifica- 
tion of  the  amendments  and  only  appears  in  the  Session  Laws. 

Recommendation.  It  is  recommended  that  the  tu-o  references  to  "Article  10"  appearing  in 
Sectio?}  5  of  Chapter  ISItO  of  the  Session  Lau-s  of  195?  be  amended  to  refer  to  "Article  9." 

12.  Taxes  Erroneously  Collected  by  Merchants  from  Their  Customers. 

Present  Provision.  The  statutes  provide  that  retail  merchants  must  remit  either  3  per  cent  of 
their  total  net  taxable  sales  or  the  "amount  of  taxes  collected  whichever  is  the  greater"  and  also 
provide  that  the  Act  shall  be  construed  as  to  result  in  the  payment  of  the  "total  tax  collected  if  it 
is  in  excess  of  3  per  cent  of  net  taxable  sales."  (G.  S.  105-164.4(1)  and  G.  S.  105-164.11) 

Explanation.  When  these  provisions  were  written  it  was  apparently  the  intent  to  enable  the 
Commissioner  of  Revenue  to  collect  sales  taxes  which  had  been  erroneously  collected  by  a  merchant 
on  non-taxable  sales.  It  is  the  opinion  of  the  Attorney  General,  however,  that  the  language  is  not 
sufficient  to  permit  the  Commissioner  to  require  the  payment  of  such  erroneous  charges.  Many 
merchants  erroneously  collect  tax  on  sales  of  tangible  personal  property  or  on  transactions  which 
are  exempt  under  the  provisions  of  the  statutes.  The  tax  so  collected  is  not  usually  refunded  to  the 
merchant's  customers,  consequently,  the  merchant  who  erroneously  collects  the  tax  enjoys  the 
benefits  therefrom. 

Recommendation.  It  is  recommended  that  retail  merchants  erroneously  collecting  tax  on  non- 
taxable sales  or  transactions  he  required  to  remit  the  amount  of  such  erro7ieous  collections  to  the 
Commissioner  of  Revenue  unless  the  amount  of  the  tax  is  refunded  to  the  purchaser. 

13.  Definition  of  "Wholesale  Merchant"  to  Include  Manufacturers. 

Present  Provision.  The  present  statute  provides  that  the  sale  of  tangible  personal  property 
by  any  wholesale  merchant  to  anyone  other  than  a  registered  retailer,  wholesale  merchant  or  non- 
resident retail  merchant  for  resale  shall  be  taxable  at  the  retail  rate.  (G.  S.  105-164.5(2)  ;  G.  S. 
105-164.3(23)  ;  G.  S.  105-164.3(24)  ;  G.  S.  105-164.13(9)  and  G.  S.  105-164.25) 

Explanation.  The  intent  of  this  provision  is  to  assure  that  all  sales  in  this  State  for  use  or 
consumption  are  taxed  at  the  retail  rate  unless  specifically  exempted  from  taxation  or  classified  in 
the  law  as  wholesale  sales.  The  provision  seeks  to  accomplish  this  through  the  expedient  of  re- 
quiring wholesalers  to  help  police  the  law  by  making  them  liable  for  the  tax  due  on  sales  to  non- 
registered  retailers.  In  order  to  escape  liability,  the  wholesaler  must  assure  himself  that  his  cus- 
tomers have  registered  with  the  Department  of  Revenue.  Sales  in  interstate  commerce  are  not  tax- 
able at  wholesale  or  retail.  Although  manufacturers  make  sales  for  resale  they  are  not  included  in 
the  definition  of  "wholesale  merchant"  nor  are  their  sales  included  in  the  definition  of  "wholesale 
sale."  Manufacturers  appear  to  be  excluded  from  the  above  provision  and,  therefore,  are  not 
liable  for  the  tax  on  sales  to  non-registered  retail  merchants.  Manufacturers  are  also  free  from 
the  requirement  made  of  wholesale  merchants  that  adequate  records  be  kept.  It  is  believed  to  be 
desirable  to  make  the  same  requirements  of  manufacturers  that  are  made  of  wholesalers.  It  should 
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be  noted  that  the  law  contains  a  specific  provision  exempting  the  sale  by  a  manufacturer  of  his 
own  products  unless  sold  at  i-etail.  The  exemption  is  from  the  wholesale  rate  as  well  as  the  retail 
rate.  The  only  effect  of  the  changes  recommended  below  would  be  to  require  manufacturers  to 
collect  the  retail  tax  on  sales  to  ;K>»-registered  merchants  as  an  aid  to  the  enforcement  of  the  tax 
on  retail  sales. 

Recommendation.  It  is  recommended  that  the  definitions  of  "wholesale  merchant"  and  "irhole- 
sale  sale"  be  amended  to  include  nuoiufacturers  and  sales  by  manufacturers,  respectively.  It  is 
further  recommended  that  the  provision  for  the  exemption  of  sales  by  manufacturers  be  amended 
to  exempt  only  sales  made  to  registered  merchants.  It  is  further  recommended  that  manufacturers 
making  sales  in  this  State  be  required  to  keep  the  same  records  required  of  wholesalei's. 

14.  Payment  of  Tax  to  Retailer  Relieves  Purchaser  of  Use  Tax. 

Present  Provision.  The  present  statute  levies  the  use  tax  upon  all  tangible  personal  property 
purchased  for  use  or  consumption  in  this  State,  but  relieves  the  purchaser  of  the  tax  if  he  can  show 
a  receipt  from  a  registered  retailer.  The  Commissioner  is  authorized  to  rule  that  a  receipt  from  a 
"nonresident  retail  merchant"  is  also  suflicient  to  relieve  the  purchaser  of  liability  from  the  use 
tax.  (G.  S.  105-164.6(5)) 

Explanation.  The  sales  and  use  tax  imposes  a  joint  liability  upon  the  seller  and  the  pur- 
chaser and  provides  that  the  liability  of  the  purchaser  shall  be  extinguished  upon  payment  of  the 
tax  by  the  retailer  from  whom  he  purchased  the  property.  Such  payment  is  evidenced  by  a  receipt 
from  a  registered  retailer  engaged  in  business  in  this  State.  Since  a  "nonresident  retail  mer- 
chant,'' as  defined  in  the  statute,  is  not  engaged  in  business  in  this  State  and  would  not  be  liable 
for  collection  and  payment  of  sales  or  use  tax,  such  firms  would  never  be  in  a  position  to  attest 
payment  of  the  tax  and  should  not  be  permitted  to  issue  a  receipt. 

Recommendation.  It  is  recommended  that  the  provision  authorizing  the  Commissioner  of  Reve- 
nue to  provide  that  a  receipt  from  a  nonresident  retail  merchant  shall  be  sufficient  to  relieve  a 
purchaser  of  liability  for  the  use  tax  be  deleted. 

15.  Applicability  of  Statute  of  Limitations. 

Present  Provision.  The  statute  provides  that  no  assessment  shall  be  made  by  the  Commis- 
sioner of  Revenue  for  sales  or  use  tax  on  sales  made  by  a  licensed  wholesale  or  retail  merchant  or 
on  purchases  by  a  consumer  more  than  three  yeais  after  the  sale  or  purchase.  If  no  return  is  filed, 
assessments  maj'  be  made  within  five  years  of  the  date  of  the  transaction.  (G.  S.  105-164.36) 

Explanation.  In  view  of  the  provision  that  authorizes  assessments  for  five  years  when  no 
return  is  filed,  it  is  believed  that  the  intent  of  the  first  provision  is  to  limit  assessments  to  three 
years  only  with  respect  to  licensed  merchants  and  registered  consumers,  as  these  taxpayers  file 
returns  and  are  audited  periodically. 

Recommendation.  It  is  recommended  that  the  limitation  of  three  years  upon  tJie  assessment  of 
vnpaid  use  taxes  apply  to  registered  consumers  only. 

16.  Storage  of  Property  for  Transportation  and  Use  out  of  the  State. 

Present  Provision.  Under  the  present  statute  the  use  tax  is  levied  upon  the  use,  storage  or 
consumption  in  this  State  of  tangible  personal  property.  "Storage"  is  defined  as  the  keeping  or 
retaining  in  this  State  of  tangible  personal  property  for  any  purpose  except  sale  in  the  regular 
course  of  business  or  subsequent  use  outside  this  State.  The  statutes  further  provide  that  keeping 
or  retaining  property  "for  the  purpose  of  subsequently  transporting  it  outside  the  State  for  use 
thereafter  solely  outside  the  State  .  .  ."  is  not  storage  or  use  in  this  State.  (G.  S.  105-164.3  (17)  ; 
and  G.  S.  105-164.3(19)) 

Explanation.  A  problem  arises  because  the  statute  exempts  a  purchaser  (and  thereby  also 
the  seller)  from  the  use  tax  on  a  transaction  for  shipment  into  the  State  if  it  is  shipped  into  the 
Stat(!  "for  the  puri)ose"  of  eventual  use  solely  outside  of  the  State,  it  is  possible  that  the  avowed 
purpose  for  which  pi'operty  is  purchased  may  never  be  consummated,  therefore,  it  is  believed  that 
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the  exclusion  of  such  sales  from  the  use  tax  should  be  conditioned  upon  the  eventual  transporta- 
tion and  use  of  the  property  outside  of  the  State. 

Recommendation.  It  is  recommended  that  the  Sales  and  Use  Tax  Article  be  amey^ded  to  p)'o- 
vide  that  properti/  be  excluded  from  the  use  tax  (by  definition)  when  it  is  the  original  purpose 
of  the  purchaser  to  subsequently  transport  it  outside  the  State  for  use  solely  outside  the  State, 
ONJjY  if  such  purpose  is  consummated. 


INTANGIBLE  PERSONAL  PROPERTY  TAX 

1.  Date  of  Determination  of  Accounts  and  Notes  Payable. 

Present  Provision.  The  present  statute  requires  that  certain  types  of  intangible  personal 
property  be  valued  as  of  December  31  of  each  year  or,  if  the  taxpayer  reports  for  income  tax  pur- 
poses on  a  fiscal  year  basis,  as  of  the  ending  date  of  his  fiscal  year  next  preceding  December  31. 
The  fiscal  year  and  valuation  date  is  used  for  valuing  accounts  receivable  and  bonds,  notes  and  other 
evidences  of  debt.  Accounts  payable  may  be  deducted  from  accounts  receivable  in  determining  the 
taxable  amount  of  accounts  receivable  and  notes  payable  may  be  deducted  from  bonds  and  notes 
received  in  determining  net  receivables.   (G.  S.  105-201  and  G.  S.  105-202) 

Explanation.  The  statute  provides  for  the  use  of  the  fiscal  year  ending  date  in  the  valuation 
of  certain  receivables  but  does  not  specify  that  this  date  must  be  used  also  in  the  determination 
of  the  deductible  amounts  of  accounts  payable  and  of  notes  payable.  As  the  exercise  of  any  option 
by  a  taxpayer  results  in  loss  of  revenue  and  as  it  was  apparently  not  the  intent  of  the  General 
Assembly  to  permit  the  exercise  of  an  option  in  this  case,  it  is  believed  that  the  deduction  of  accounts 
payable  and  notes  payable  should  be  determined  as  of  the  same  date  that  the  corresponding  re- 
ceivables are  valued. 

Recommendation.  It  is  recommended  that  taxpayers  be  required  to  determine  the  amount  of 
accounts  and  notes  payable  which  may  be  deducted  from  receivables  for  intangibles  tax  purposes 
as  of  the  date  upon  which  the  receivables  are  valued. 

2.  Distribution   of   Revenue   to   Local   Governments. 

Present  Provision.  The  present  statute  provides  that  the  net  collections  from  the  intangibles 
personal  property  tax,  after  deducting  the  cost  to  the  State  of  collecting  the  tax  and  the  amount  of 
the  credit  allowed  against  the  franchise  tax  for  bank  deposit  tax  paid,  is  to  be  distributed  to  the 
county  and  municipal  governments.  (G.  S.  105-213) 

Explanation.  The  present  method  of  determining  the  amount  of  the  intangible  tax  revenue 
to  be  distributed  to  local  governmental  units  was  enacted  by  the  1957  General  Assembly.  Prior 
to  the  change,  80  per  cent  of  the  net  collections  (without  deductions)  was  distributed  to  local  units. 
The  change  was  made  effective  with  taxes  falling  due  on  and  after  July  1,  1957.  The  effect  of  this 
provision  as  to  effective  date  is  to  require  the  Department  of  Revenue  to  keep  separate  records  for 
delinquent  taxes  received  after  July  1,  1957,  but  due  prior  to  July  1,  1957.  Amounts  so  collected 
must  be  distributed  on  the  old  basis  of  80  per  cent  to  local  governments  and  20  per  cent  to  the  State. 
As  the  amount  of  prior  year  taxes  collected  is  small,  the  method  of  distribution  makes  little  dif- 
ference to  either  the  State  or  the  localities,  except  for  the  difficulty  of  keeping  separate  records 
and  the  increased  possibility  of  error  in  handling  returns. 

Recommendation.  It  is  recommended  that  all  intangibles  taxes  collected  on  or  after  July  1, 
1950,  be  distributed  according  to  the  method  prescribed  in  the  present  statute  regardless  of  the  date 
upon  which  the  taxes  fell  due. 
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BANK  EXCISE  TAX 

1.  Banks  Merging  or  Consolidating  During  the  Year. 

Present  Provision.  Under  the  present  statute  an  excise  tax  is  levied  upon  state  and  national 
banks.  The  tax  is  levied  for  the  privilege  of  doing  business  as  a  bank  for  the  year  succeeding  each 
January  1.  The  excise  tax  is  measured  by  the  net  income  during  the  prior  year.  (G.  S.  105-228.11 
through  .21) 

Explanation.  The  bank  excise  tax  is  levied  in  lieu  of  certain  other  taxes,  primarily  the  cor- 
poration income  tax,  and  was  enacted  to  conform  to  Federal  law  prescribing  the  methods  which 
may  be  used  to  tax  national  banks.  Although  it  is  levied  as  a  privilege  tax,  it  is  intended  as  a  sub- 
stitute for  the  income  tax.  The  statute  does  not  contain  specific  language  covering  the  situation 
where  two  or  more  banks  merge  or  consolidate  during  the  calendar  year.  It  would  appear  proper 
for  the  tax  base  of  the  resulting  bank  to  include  the  net  income  of  the  absorbed  bank  or  banks,  other- 
wise such  net  income  would  not  be  subjected  to  taxation. 

Recommendation,  It  is  recommended  that  where  two  or  more  banks  merge  or  consolidate 
during  any  calendar  year  the  net  income  of  all  of  the  banks  taking  part  in  the  merger  or  consoli- 
dation  he  included  in  the  excise  tax  base  of  the  resvlting  bank. 

2.  Date  of  Accrual  of  the  Excise  Tax. 

Present  Provision.  The  statute  provides  that  the  liability  for  the  bank  excise  tax  arises  on  the 
first  day  of  each  calendar  year.   (G.  S.  105-228.12) 

Explanation.  The  bank  excise  tax  was  enacted  by  the  1957  General  Assembly.  It  was  made 
effective  with  the  year  beginning  on  January  1,  1958,  based  on  the  net  income  for  1957.  Regular 
income  tax  returns  were  filed  for  the  1956  income  year.  The  Federal  government  permits  a  deduc- 
tion of  either  tax  for  income  tax  purposes.  Accrual  basis  taxpayers  were  permitted  to  deduct 
1956  State  income  taxes  in  determining  Federal  income  tax  for  1956,  but  as  no  tax  liability 
accrued  during  1957  no  deduction  was  allowed  by  the  Federal  government  on  the  1957  income 
tax  return.  The  excise  tax  paid  on  1957  income  is  deductible  in  determining  Federal  income  tax 
for  1958,  thus  there  is  a  postponement  of  the  deduction  for  one  year  which  amounts  to  a  loss  to  the 
banks.  If  the  accrual  date  was  made  December  31  of  the  prior  year  rather  than  January  1,  the 
Federal  government  would  permit  the  deduction  on  income  tax  returns  for  the  corresponding 
year.  This  would  allow  the  deduction  in  one  year  of  excise  tax  payments  for  two  years  and,  thereby, 
put  the  banks  back  on  a  current  basis.  There  would  be  no  effect  upon  State  revenue  from  the  change 
as  the  due  date  of  the  return  would  remain  June  1. 

Recommendation.  It  is  recommended,  that  the  date  of  liability  for  the  bank  excise  tax  be 
moved  forward  from  the  first  day  of  each  calendar  year  to  the  last  day  of  the  year  piior  to  the 
year  for  which  the  'privilege  is  secured. 

GENERAL  ADMINISTRATION 

1.    Compromise  of  Tax  Liability. 

Present  Provision.  The  present  statutes  authorize  the  Commissioner  of  Revenue  to  make  com- 
promise settlements  of  tax  liabilities  in  narrowly  defined  areas.  A  compromise  can  be  made  only 
with  the  approval  of  the  Attorney  General.  Four  specific  areas  of  compromise  are  provided,  one 
of  which  is  where  "a  Federal  tax  assessment  arising  out  of  the  same  facts  has  been  compromised 
with  the  Federal  government  on  the  same  or  similar  basis  as  that  proposed  to  the  State  and  the 
Commissioner  could  probably  not  collect  an  amount  equal  to  or  in  excess  of  that  offered  in  com- 
promise." (G.  S.  105-237.1) 

Explanation.  The  statute  does  not  cover  situations  where  the  State  makes  an  assessment  for 
additional  tax  based  on  changes  in  income  or  deduction  items  made  by  a  Federal  agent  in  making  a 
Federal  assessment  which  is  subsequently  compromised  by  the  Federal  authorities.  The  Commis- 
sioner of  Revenue  has  no  authority  to  compromise    on    the    same    basis    unless    he    "could    proba- 
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bly  not  collect  an  amount  equal  to  or  in  excess  of  that  offered  in  compromise."  In  such  situations 
it  is  difficult  for  the  State  to  sustain  its  assessment  after  the  Federal  government  has  compromised 
on  the  facts  asserted  by  the  Federal  agent.  It  is  felt,  therefore,  that  compromise  in  such  situations 
should  be  authorized. 

Recommendation.  It  is  recommended  that  the  Commissioner  of  Revenue  be  authorized  to  com- 
promise  the  tax  liability  where  the  assessmemt  by  the  State  for  taxes  or  additional  taxes  is  based 
upon  a  change  i)i  income  or  deduction  made  by  a  Federal  Revenue  Age)it  and  the  Fede^xd  tax  claim, 
based  upon  the  change,  is  compromised,  with  the  compromise  by  the  Commissioner  to  be  on  a 
basis  similar  to  the  compromise  by  the  Federal  authorities. 

2.    Waiver  of  Statute  of  Limitations. 

Present  Provision,  Under  the  present  statutes  the  period  of  time  within  which  the  Commis- 
sioner of  Revenue  may  make  assessments  for  taxes  or  additional  taxes  is  specifically  limited.  (G.S. 
105-241.1;  G.S.  105-124;  G.S.  105-159;  G.S.  105-164.36(1)  ;  and  G.S  105-194) 

Explanation.  It  is  frequently  inconvenient  for  a  taxpayer  to  submit  to  audit  at  the  particular 
time  at  which  the  agents  of  the  Commissioner  of  Revenue  are  seeking  to  audit  his  records.  If  the 
period  during  which  an  assessment  can  be  made  is  about  to  expire  the  Commissioner  has  no  choice 
but  to  continue  with  the  audit  as  he  has  no  authority  to  make  an  assessment  after  the  period  has 
expired  even  if  the  taxpayer  offers  to  waive  the  statute  of  limitations.  It  is  felt  that  the  statutes 
should  permit  a  taxpayer  to  obtain  postponement  of  an  audit  to  a  more  convenient  time  and  at  the 
same  time  protect  the  interests  of  the  State.  To  accomplish  this  the  statutes  should  provide  for  a 
stoppage  of  the  running  of  the  statute  of  limitations  when  a  taxpayer  waives  the  statute  of  limita- 
tions in  order  to  obtain  a  delay  in  the  audit. 

Recommendation.  It  is  recommended  that  the  provisions  placing  a  limit  upon  the  time  during 
ivhich  an  assessment  for  taxes  or  additional  taxes  may  be  made  be  amended  to  permit  an  extension 
of  the  period  during  which  an  assessmeyit  can  be  7nade  upon  receipt  by  the  Commissioner  of  Reve- 
nue of  a  signed  statement  from  the  affected  taxpayer  waiving  his  right  to  the  protection  of  the 
limitations  in  the  statute  for  a  specifically  stated  additional  period. 

PROVISIONS  IMPOSING  PENALTIES 

The  Revenue  Act,  being  Subchapter  1  of  Chapter  105  of  the  General  Statutes,  contains  approxi- 
mately sixty-five  provisions  imposing  penalties  for  various  infractions  of  the  revenue  laws.  These 
provisions  are  scattered  throughout  eight  different  tax  schedules  and  the  General  Administration 
Article.  The  privilege  license  schedule  alone  contains  twenty-six  penalty  provisions. 

Many  of  the  sixty-five  different  provisions  are  never  invoked  by  the  Commissioner  of  Revenue ; 
provisions  appearing  in  different  tax  schedules  imposing  penalties  for  the  same  type  of  infraction 
are  often  inconsistent;  it  is  common  for  several  provisions  to  impose  different  penalties  for  a  single 
infraction ;  some  of  the  penalties  are  considered  to  be  needlessly  severe ;  some  types  of  noncompli- 
ance are  not  covered  by  the  existing  provisions;  and,  in  some  instances,  the  penalties  provided  in 
the  law  are  not  considered  to  be  a  sufficient  deterrent  to  offset  the  advantages  of  noncompliance. 

Penalties  are  imposed  by  the  Revenue  Act  -for  a  number  of  different  reasons.  Most,  but  not  all 
of  the  reasons  are  noncompliance  with  the  tax  statutes.  An  example  of  a  penalty  imposed  for  other 
than  tax  enforcement  is  the  provision  in  the  privilege  license  schedule  which  imposes  a  penalty  of 
$1,000  upon  circuses  operating  in  conflict  with  an  agricultural  fair.  Most  of  the  penalties  appear- 
ing in  the  Revenue  Act,  however,  may  be  classified  into  five  groups  according  to  the  type  of  infrac- 
tion upon  which  the  penalty  is  imposed.  These  five  classes  are  as  follows:  (1)  failure  to  file  a 
return  (or  obtain  a  license)  within  the  time  prescribed  and/or  pay  the  tax  due  thereon ;  (2)  failure 
to  file  a  return  after  notification  of  the  delinquency;  (3)  fraud;  (4)  tax  deficiency  due  to  negli- 
gence or  intentional  disregard  of  rules  and  regulations;  and  (5)  refusal  to  comply  with  the  law. 

Provisions  imposing  penalties  for  failure  to  file  a  return  within  the  time  prescribed  and/or 
pay  the  tax  due  thereon  appear  in  eight  different    tax    schedules.    Four    schedules,    income    tax, 
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inheritance  tax,  sales  and  use  tax,  and  intangible  personal  property  tax,  impose  penalties  of  5  per 
cent,  but  under  the  income  and  intangibles  taxes  the  penalty  is  25  per  cent  if  delinquency  exceeds 
60  days.  Ten  per  cent  penalties  are  imposed  for  failure  to  file,  etc.,  under  the  gift,  franchise,  and 
freight  car  line  tax  schedules.  The  privilege  license  schedule  contains  provisions  imposing  ten 
different  penalties  for  failure  to  obtain  a  license,  failure  to  report,  or  for  engaging  in  business  with- 
out a  license.  These  vary  from  a  penalty  of  $1,000  plus  double  the  tax  to  five  per  cent  of  the  tax 
per  month.  A  few  such  failures  are  considered  as  misdemeanors,  and  violators  may  be  fined  or 
imprisoned. 

Only  the  sales  and  use  tax  schedule  imposes  a  penalty  for  failure  to  file  a  return  after  notice 
of  delinquency.  Penalties  for  fraud  with  intent  to  evade  the  tax  appear  in  four  schedules :  Income 
tax,  sales  and  use  tax,  intangible  personal  property  tax  and  privilege  licenses.  Penalties  for  a  tax 
deficiency  due  to  negligence  are  contained  in  the  sales  and  use  tax  schedule  at  10  per  cent  of  the 
deficiency  and  in  the  intangibles  tax  schedule  at  5  per  cent  of  the  deficiency.  Refusal  to  comply 
with  the  law  is  made  a  misdemeanor  under  two  schedules  and  a  penalty  of  100  per  cent  of  the  tax 
is  imposed  for  refusal  to  pay  the  license  levied  upon  dry  cleaners.  Because  of  the  number  of  provis- 
ions, it  is  not  considered  to  be  feasible  to  describe  them  in  detail  in  this  report. 

It  is  believed  that  both  taxpayers  and  the  State  would  benefit  from  a  simplification  of  the  maze 
of  penalties  and  from  the  consolidation  of  provisions  in  one  place  in  the  Revenue  Act.  No  recom- 
mendations are  made  for  amendment  of  penalty  provisions  not  properly  a  part  of  the  Revenue  Act, 
such  as  penalties  imposed  in  connection  with  taxes  on  alcoholic  beverages  and  penalties  contained 
in  the  motor  fuel  tax  acts. 

In  addition  to  consolidation  of  the  penalty  provisions,  it  is  believed  that  a  penalty  should  be 
added  for  gross  negligence.  This  is  suggested  because  fraud  penalty  is  diflficult  to  sustain  due  to  the 
diflficulty  of  proving  an  "intent  to  defraud."  The  gross  negligence  penalty  is  proposed  to  establish 
standards  which  can  be  used  without  the  necessity  of  proving  intent.  If  adopted,  it  would  impose 
a  penalty  of  50  per  cent  of  the  total  deficiency  of  a  taxpayer,  if  the  taxpayer  understates  his  gross 
income  by  25  per  cent  or  more,  or  if  he  overstates  his  deductions  by  25  per  cent  or  more  or  if  he 
understates  his  gross  income  and  overstates  his  deductions  and  the  sum  of  the  two  percentages 
equals  25  per  cent.  It  is  felt  that  errors  of  one-fourth  of  the  amounts  involved  cannot  be  considered 
to  be  due  to  ordinary  negligence  and,  therefore,  should  be  more  severe.  Under  the  present  statute 
no  penalty  is  imposed  for  failure  to  file  information  returns,  such  as  partnership  returns,  fiduciary 
returns,  and  statements  of  wages  and  salaries  paid  to  employees.  It  is  felt  that  as  these  returns  are 
needed  for  the  adequate  enforcement  of  the  law  and  as  they  are  required  by  law,  a  penalty  .should 
be  imposed  for  failure  to  file  such  returns. 

Specific  Recommendations 

It  is  recommended  that  all  provisions  of  Subchapter  1  of  Chapter  105  of  the  General  Statutes 
ichich  impose  penalties  he  deleted,  and  that  a  schedule  of  penalties  he  wHttev  into  the  General 
Admhnstration  Article  of  the  Revenue  Act  ivith  appropriate  references  appearing  in  the  tax  articles 
where  necessa)')/,  hut  that  the  provision  giving  the  Commissioner  of  Revenue  discretionanj  poiver 
to  forgive  or  reduce  penalties  and  the  ])rovisio)i  Imposing  a  penalty  for  had  checks  tendered  in  paij- 
ment  of  any  ohligation  due  the  Revenue  Department  he  retained  nnthont  change.  (It  is  )iot  iiitended 
to  recommend  that  enforcement  provisions  in  the  General  Administration  Article  he  repealed. 
These  provisions  appeal-  in  General  Statutes  Sections  105-231,  -233,  -23.'+  and  -253.)  It  is  further 
recommended  that  the  follou'iug  list  of  penalties  he  u-ritten  into  the  General  Administration  Article: 

1.  Failure  to  obtain  a  license,  file  a  return  and/or  pay  the  tax  indicated  due:  If  a  taxpayer 
fails  to  obtain  a  licen.se,  file  a  return  and/or  pay  the  tax  indicated  due  thereon,  without  intent  to 
evade  the  tax,  the  Commissioner  shall  add  to  the  tax  liability  of  the  taxpayer  as  damages  five  per 
cent  of  the  deficiency  per  month  or  fraction  thereof  until  paid,  not  to  exceed  twenty-five  per  cent 
in  the  aggregate.  The  penalty  shall  not  be  less  than  one  dollar  ($1.00)  per  month  or  five  dollars 
($5.00)   whichever  is  the  lesser. 
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(a)  If  a  fraud  penalty  or  a  gross  negligence  penalty  is  assessed,  no  penalty  for  failure  to 
obtain  a  license,  file  a  return  and/or  pay  the  tax  indicated  due  thereon  shall  be  assessed  with  respect 
to  the  same  deficiency. 

2.  Negligence:  If  any  part  of  a  taxpayer's  tax  deficiency  is  due  to  negligence  with  respect 
to  the  tax  laws,  rules  and  regulations,  rulings  and  printed  instructions  governing  the  determina- 
tion of  the  tax  due  by  such  taxpayer,  but  without  intent  to  defraud,  there  shall  be  added  as  dam- 
ages 10  per  cent  of  the  total  deficiency. 

(a)  If  a  penalty  for  failure  to  obtain  a  license,  file  a  return  and  'or  pay  the  tax  indicated  due 
or  if  a  fraud  penalty  or  the  gross  negligence  penalty  is  assessed  no  penalty  for  negligence  or  dis- 
regard of  rules  and  regulations,  rulings  and  printed  instructions  shall  be  assessed  with  respect  to 
the  same  deficiency. 

.'{.  (iross  Negligence:  If  a  taxpayer's  gross  income  has  been  understated  by  as  much  as  25 
per  cent  or  if  the  taxpayer's  deductions,  exclusive  of  personal  exemptions,  have  been  overstated 
by  as  much  as  25  per  cent  of  gross  income,  or  a  combination  thereof  equalling  25  per  cent  of  gross 
income,  the  Commissioner  shall  add  as  damages  50  per  cent  of  the  total  deficiency. 

(a)  If  a  fraud  penalty  is  assessed  no  gross  negligence  penalty  shall  be  assessed  with  respect 
to  the  same  deficiency. 

4.  Fraud:  If  any  part  of  a  taxpayer's  tax  deficiency  is  due  to  fraud  with  intent  to  evade  the 
tax,  there  shall  be  added  as  damages  50  per  cent  of  the  total  deficiency  and  said  penalty  shall  be 
applicable  irrespective  of  whether  the  taxpayer  has  obtained  a  license  or  filed  a  return. 

(a)  The  fraud  penalty  shall  apply  to  all  schedules  of  the  Revenue  Act. 

(b)  Similar  provisions  shall  also  be  written  into  the  statutes  applying  to  the  Beverage 
Taxes  and  Gasoline  Taxes. 

5.  Refusal  to  Comply  with  the  Tax  Laws:  If  a  taxpayer  willfully  refuses  or  neglects  to  com- 
ply with  the  tax  laws  of  this  State,  such  as  refusing  to  obtain  a  license  or  file  a  tax  return,  making 
a  false  or  fraudulent  return  or  statement  in  the  return,  aiding  another  in  an  attempt  to  evade  the 
payment  of  tax,  refusing  to  produce  records  or  permitting  an  examination  thereof,  or  refusing  to 
offer  testimony,  the  Commissioner  shall  double  the  tax  due  by  the  taxpayer  and  said  taxpayer  shall 
be  guilty  of  a  misdemeanor  and  subject  to  a  fine  of  not  more  than  one  thousand  dollars  ($1,000)  or 
imprisoned  not  exceeding  six  months,  or  both. 

6.  Informational  Returns:  (a)  In  the  case  of  failure  to  file  partnership  or  fiduciary  returns, 
a  penalty  of  five  dollars  ($5.00)  per  month  shall  be  assessed  as  a  tax,  not  to  exceed  twenty-five 
dollars  ($25.00)  in  the  aggregate.  For  purposes  of  this  proviso,  the  penalty  for  failure  to  file  a 
fiduciary  return  shall  be  chargeable  to  the  fiduciary. 

(b)  In  the  case  of  failure  to  file  statements  of  payments  to  another  person  with  respect  to 
wages,  dividends,  rents,  and  interest,  the  Commissioner  shall  assess  as  a  tax  one  dollar  ($1.00)  per 
statement  not  filed,  not  to  exceed  one  hundred  dollars  ($100.00)  in  the  aggregate;  and,  if  said 
statements  are  not  filed  within  the  date  set  by  the  Commissioner  after  having  been  requested  by 
the  Commissioner  the  amounts  claimed  on  the  payer's  income  tax  return  as  deductions  for  salaries 
and  wages,  rents  and  interest  shall  be  disallowed  to  the  extent  that  the  payer  did  not  comply  with 
the  applicable  statutes. 

7.  Penalties  applicable  to  Privilege  Licenses:  The  following  penalties  applicable  to  Privilege 
Licenses  shall  be  included  in  the  Administration  Article,  incorporating  the  present  language  as 
the  provisions  now  appear  in  Article  2. 

(a)  Where  amusements  (circuses,  etc.)  conflict  with  an  agricultural  fair,  additional  tax  of  one 
thousand  dollars  ($1,000). 

(b)  Where  amusements  (circuses,  etc.)  give  exhibitions  before  a  license  is  obtained  or  give 
exhibitions  taxable  at  a  higher  license  rate  than  was  paid,  additional  tax  of  50  per  cent. 
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(c)  Where  attorneys  or  other  professional  people  fail  to  pay  the  license  tax  applicable,  and 
Nvhere  execution  has  been  returned  unsatisfied,  action  may  be  brought  in  superior  court  and  the 
license  revoked. 

(d)  With  respect  to  music  machines,  merchandise  dispensers  and  weighing  machines,  the 
Commissioner  shall  be  empowered  to  seize  and  remove  said  machines  if  the  owner  fails  to  comply 
with  the  law.  This  shall  be  in  addition  to  the  penalty  imposed  for  failing  to  obtain  a  license. 

(e)  Process  Tax.  Failure  of  Clerk  of  Court  to  make  a  report  and  remit  costs  of  two  dollars 
($2.00)  per  action,  clerk  is  liable  for  penalty  of  10  per  cent. 

(f)  Vendors  of  certain  oils.  Failure  to  pay  tax,  fine  of  one  thousand  dollars  ($1,000)  and  double 
the  tax. 
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WORKING  DRAFTS  FOR  CONSTITUTIONAL 
AMENDMENTS 

In  the  section  of  this  report  entitled  SPECIFIC  RECOMMENDATIONS  will  be  found  two 
proposals  for  amending  the  North  Carolina  Constitution.  (See  items  I,  A,  and  I,  B,  appearing  on 
page  nineteen.)  The  Commission  does  not  take  the  position  that  any  one  draft  of  these  amend- 
ments or  any  one  form  of  words,  is  the  only  one  that  will  accomplish  the  objectives  stated  in  the 
report,  but  it  feels  that  the  following  drafts  embody  the  objectives  its  recommendations  propose, 
and  it  suggests  that  they  may  be  useful  to  members  of  the  General  Assembly  in  preparing  amend- 
ments for  submission  to  the  people. 

The  amendments  proposed  by  the  Commission  are  confined  to  property  tax  subjects,  thus  the 
drafts  set  out  below  are  similarly  confined  and  do  not  touch  on  constitutional  language  not  essen- 
tial to  property  tax  matters. 

ARTICLE  V,  SECTION  3.  "STATE  TAXATION." 

Present  wording: 

"The  power  of  taxation  shall  be  exercised  in  a  just  and  equitable  manner,  and  shall  never  be  sur- 
rendered, suspended  or  contracted  away.  Taxes  on  property  shall  be  uniform  as  to  each  class  of 
property  taxed.  Taxes  shall  be  levied  only  for  public  purposes.  .  .  ." 
Proposed  wording: 

"The  power  of  taxation  shall  be  exercised  in  a  just  and  equitable  manner,  for  public  purposes 
only,  and  shall  never  be  surrendered,  suspended,  oi  contracted  away.  Only  the  General  Assembly 
shall  have  power  to  classify  property  and  other  subjects  for  taxation,  which  power  shall  be  exer- 
cised only  on  a  state-wide  basis.  No  class  or  subject  shall  be  taxed  except  by  uniform  rule,  and 
every  classification  shall  be  uniformly  applicable  in  every  county,  municipality,  and  other  local  tax- 
ing unit  of  the  State.  The  General  Assembly's  power  to  classify  shall  not  be  delegated,  except  that 
the  General  Assembly  may  permit  the  governing  boards  of  cities  and  towns  to  classify  trades  and 
professions  for  municipal  license  tax  purposes.  .  .  ." 

ARTICLE  V,  SECTION  5.  "PROPERTY  EXEMPT  FROM  TAXATION." 

Present  wording: 

"Property  belonging  to  the  State  or  to  municipal  corporations,  shall  be  exempt  from  taxation. 
The  General  Assembly  may  exempt  cemeteries  and  property  held  for  educational,  scientific,  literary, 
charitable  or  religious  purposes;  also  wearing  apparel,  arms  for  muster,  household  and  kitchen 
furniture,  the  mechanical  and  agricultural  implements  of  mechanics  and  farmers,  libraries,  and 
scientific  instruments,  or  any  other  personal  property,  to  a  value  not  exceeding  three  hundred 
dollars.  The  General  Assembly  may  exempt  from  taxation  not  exceeding  one  thousand  dollars 
($1,000)  in  value  of  property  held  and  used  as  the  place  of  residence  of  the  owner." 

Proposed  wording: 

"Property  belonging  to  the  State,  counties,  and  municipal  corporations,  shall  be  exempt  from 
taxation.  The  General  Assembly  may  exempt  cemeteries  and  property  held  for  educational,  scien- 
tific, literary,  charitable  or  religious  purposes,  and,  to  a  value  not  exceeding  three  hundred  dollars, 
any  personal  property.  The  General  Assembly  may  exempt  from  taxation  not  exceeding  one  thou- 
sand dollars  in  value  of  property  held  and  used  as  the  place  of  residence  of  the  owner.  Every 
exemption  shall  be  on  a  state-wide  basis  and  shall  be  uniformly  applicable  in  every  county,  munic- 
ipality, and  other  local  taxing  unit  of  the  State.  No  taxing  authority  other  than  the  General  Assem- 
bly may  grant  exemptions,  and  the  General  Assembly  shall  not  delegate  the  powers  accorded  to  it 
by  this  section." 
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DESCRIPTION  OF  PROCEDURES  USED  IN  THE 

STUDY  OF  THE  RATIOS  OF  ASSESSED 

VALUES  TO  SALES  PRICES  OF  RECENTLY 

TRANSFERRED  REAL  ESTATE 

In  order  to  obtain  factual  data  with  regard  to  assessment  ratios,  the  Tax  Study  Commission 
conducted  a  survey  of  a  limited  number  of  recent  transfers  of  real  estate  in  each  of  the  sixty-six 
counties  electing  to  participate  in  the  study.  The  tax  supervisor  of  each  county  was  asked  to  furnish 
data  on  a  specific  number  of  sales  in  his  county.  The  number  of  sales  varied  with  the  population  of  the 
county.  Counties  with  populations  of  50,000  or  less  were  requested  to  submit  data  on  50  transactions, 
counties  with  populations  between  50  and  100  thousand  were  asked  to  submit  75  data  sheets  and 
counties  with  populations  in  excess  of  100,000  were  asked  to  submit  150  data  sheets.  The  selections 
were  to  be  made  from  the  latest  transactions  recorded  in  the  books  of  the  Register  of  Deeds  but  in  no 
case  were  sales  made  prior  to  January  1,  1954,  to  be  included.  Latest  sales  were  to  be  used,  except  that 
any  known  cases  of  transfers  of  large  commercial  properties  or  industrial  properties  made  since 
January  1,  1954,  were  to  be  included  and  at  least  five  transfers  each  of  commercial  property, 
farms,  rented  residential  property  and  owner  occupied  residential  property  were  to  be  included. 
Only  those  transfers  representing  normal  sales  were  to  be  included.  Thus,  intra-family  sales,  intra- 
company  sales,  condemnation  sales,  foreclosure  sales,  etc.,  were  to  be  excluded.  The  data  to  be 
reported  on  each  transfer  included  the  assessed  value  of  the  property,  amounts  from  which  the 
approximate  sales  price  could  be  computed,  the  type  or  use  of  the  property,  the  age  class,  the  loca- 
tion and  other  descriptive  data. 

In  the  interest  of  time  and  economy,  the  number  of  transfers  to  be  obtained  from  each  county 
was  held  below  the  number  considered  desirable  for  the  best  results.  The  total  assessed  value  of 
property  included  in  the  survey  amounted  to  only  7/10  of  1%  of  the  assessed  value  of  all  real 
estate  in  the  sixty-six  counties.  The  property  covered  by  the  survey  is  only  transferred  real  proper- 
ty. Property  of  diflferent  types  is  not  necessarily  sold  in  the  same  proportion  that  it  appears  on  the 
tax  rolls.  Therefore,  the  survey  may  be  said  to  be  a  sample  of  transferred  property  and  is  not 
necessarily  representative  of  the  entire  tax  rolls.  Further,  the  selections  of  the  sales  to  be  included 
in  the  survey  were  not  made  according  to  approved  methods  of  random  sampling.  The  establish- 
ment of  minima  for  the  use  classes  was  an  efl'ort  to  obtain  representation  of  each  class  rather  than 
to  use  a  stratification  of  the  sample. 

The  Commission  was  unable  to  engage  in  careful  crosschecking  of  data,  but  all  unusual  cases 
were  referred  back  to  the  tax  supervisor  for  verification  and  some  checking  was  carried  on  by  rep- 
resentatives of  the  Commission.  A  few  transfers  of  property  having  very  high  sales  prices  were 
excluded  from  county  tabulations  as  it  was  believed  that  the  inclusion  of  these  cases  would  distort 
the  results. 

Although  there  are  admitted  weaknesses  in  the  data  obtained  by  the  survey,  it  is  believed  that 
the  resulting  data  are  representative  of  the  situation  in  the  State  as  a  whole.  It  is  felt,  however, 
that  the  county  by  county  tabulations  are  not  necessarily  conclusive  in  all  cases,  and  therefore,  that 
counties  should  not  be  singled  out  by  name  in  the  report. 

Tables  giving  average  ratios  by  the  various  classifications  are  presented  on  the  following  pages. 
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TABLE  I.     Ratios  of  Assessed  Values  to  Sales  Price  for  Transferred  Real  Estate  By  Size  of  Sales 
Price  for  66  Counties  in  North  Carolina 


Sale  Price  Bracket 


$     2,000  or  Less 

2,001  - 

$     5,000 

5,001  - 

10,000 

10,001  - 

15,000 

15,001  - 

25,000 

25,001  - 

50,000 

50,001  - 

100,000 

100,001  - 

200,000 

Over  200,000 

Total 

Number 

of 

Sales 

(1) 

Weighted 

.Vverage 

Ratio 

(2) 

Average 

of 

Ratios 

(3) 

295 

45.41% 

44.87% 

820 

39.35 

39.55 

1,257 

34.96 

35.15 

888 

33.78 

33.89 

688 

33.45 

33.38 

293 

33.81 

33.61 

92 

35.62 

35.48 

40 

38.47 

38.06 

20 

43.96 

43.44 

4,893 

36.01% 

36.06% 

TABLE  II,     Ratios  of  Assessed  Values  to  Sales  Prices  for  Transferred  Real  Estate  by  the  Principal 
Use  of  the  Property  for  66  Counties  in  North  Carolina 


Number 

Weighted 

Average 

Class  of  Property 

of 

Average 

of 

Sales 

Ratio 

Ratios 

(1) 

(2) 

(3) 

Owner  occupied 
Rental 

Commercial  business 
Manufacturing 
Farm 

Land  with  merchantable  timber 
Unclassified 
Total 


2,266 

34.57% 

36.16% 

289 

37.47 

38.84 

478 

42.65 

43.49 

42 

43.76 

40.23 

856 

27.83 

32.91 

115 

33.03 

37.53 

347 

26.91 

29.62 

4,393 


36.01% 
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TABLE  III.     Ratios  of  Assessed  Values  to  Sales  Prices  for  Transferred  Real  Estate  by  Location 
of  the  Property  for  66  Counties  in  North  Carolina 


Number 

AVeighted 

Average 

Location 

of 

Average 

of 

Sales 

Ratio 

Ratios 

(1) 

(2) 

(3) 

Urban 
Suburban 
Rural 
Total 


2,023 

39.05  7o 

37.57% 

873 

34.74 

35.42 

1,497 

29.96 

34.39 

4,393 


36.01% 


/'' 


TABLE  IV.     Ratios  of  Assessed  Values  to  Sales  Prices  for  Transferred  Real  Estate  by  Age  of 
Principal  Structure  for  66  Counties  in  North  Carolina 


Number 

Weighted 

Average 

Age  of  Principal  Structure 

of 

Average 

of 

Sales 

Ratio 

Ratios 

(1) 

(2) 

(3) 

New 
Recent 
Pre-war 
Older 

No  structure 
Unclassified 
Total 


778 

33.83% 

35.83% 

1,231 

36.60 

37.29 

691 

36.80 

37.26 

946 

41.07 

38.11 

643 

25.46 

29.86 

104 

30.19 

34.95 

4,393 

36.01 7^ 

36.06% 
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DATA  FROM  TABULATION  OF  A  SAMPLE  OF 

INTANGIBLE  PERSONAL  PROPERTY 

TAX  RETURNS 

The  tables  on  the  following  pages  contain  data  obtained  by  the  Commission  from  a  tabulation 
of  a  sample  of  10  per  cent  of  the  intangible  personal  property  tax  returns  filed  for  1956  reflecting 
values  as  of  December  31,  1956.  The  tables  presented  show  tax  due  under  each  section  of  the  law 
by  type  of  taxpayer  and  by  size  of  total  tax  due  on  the  return. 
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COMPARISON  OF  SOURCES  OF  TAX  REVENUE 

IN  NORTH  CAROLINA  WITH  SOURCES  IN 

THE  OTHER  SOUTHEASTERN  STATES 

A  selection  of  tables  showing  per  capita  tax  collections,  taxes  as  a  percentage  of  personal  in- 
come, and  taxes  levied  for  general  governmental  purposes  by  type  of  tax  for  the  Southeastern 
states,  by  states,  are  presented  on  the  following  pages.  The  types  of  tax  are  grouped  into  those 
similar  to  levies  by  the  State  of  North  Carolina  and  those  not  levied  by  North  Carolina. 


TABLE  VII.     Per  Capita  Stale  Tax  Revenue  for  the  Southeastern  States  During  the  Fiscal  Year 
1956-1957 


State 


Per    Capita 
Tax  Revenue 

(1) 


Alabama^ 
Arkansas 
Florida 
Georgia 
Kentucky 
Louisiana 
Mississippi 
North  Carolina 
South  Carolina 
Tennessee 
Virginia- 
All  Southeastern  States 


$  64.39 
68.24 
91.27 
82.32 
66.16 
124.84 
75.07 
81.84 
77.61 
73.46 
66.79 


11 

8 
2 
3 

10 
1 
6 
4 
5 
7 
9 


79.85 


All  Forty-eight  States 


86.31 


NOTE:  Footnotes  appear  on  page  47. 

SOURCES :     '  State  Tax  Reporter.     Chicago :     Commerce  Clearing  House,  Inc. 

^ State  Tax  Collections  in  1957.     Washington:     U.S.  Department  of  Commerce. 
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TABLE  VIII. 


State 


State  Tax  Revenue  as  Percentage  of  Personal  Income  for  the  Southeastern  States 
During  the  Fiscal  Year  1956-1957 


Tax  Revenue 

As  Percentage 

of  Personal 

Income 

(1) 


Kank 
(2) 


Alabama^ 

Arkansas 

Florida 

Georgia 

Kentucky 

Louisiana 

Mississippi 

North  Carolina 

South  Carolina 

Tennessee 

Virginia- 


All  Southeastern  States 


All  Forty-eight  States 


5.24 
6.27 

5.18 
5.88 
5.00 
8.64 
7.79 
6.27 
6.85 
5.58 
4.06 


4 
9 
6 
10 
1 
2 


i 
11 


5.85 


4.45 


NOTE:  Footnotes  appear  on  page  47. 

SOURCES:     ^  State  Tax  Reporter.     Chicago:     Commerce  Clearing  House,  Inc. 

-State  Tax  Collectio)is  in.  1957.     Washington:     U.S.  Department  of  Commerce. 


TABLE  IX. 


Per  Capita  State  and  Local  Tax  Revenue  and  Proportion  State  and  Local  Tax  Reve- 
nue is  of  Personal  Income  in  the  Southeastern  States,  By  States,  for  1952-1953  Fiscal 
Year 


Alabama 

Arkansas 

Florida 

Georgia 

Kentucky 

Louisiana 

Mississippi 

North  Carolina 

South  Carolina 

Tennessee 

Virginia 


75.28 
76.13 

142.27 
96.03 
79.54 

134.44 
80.89 
95.22 

101.29 
88.19 
90.14 


Southeastern  States 
United  States  (48  States) 


$     96.15 


$  134.22 


Percentage  State 

Per  Capita 

and  Local 

State 

State  and  Local 

Tax  Revenue  is  of 

Tax  Revenue 

Personal  Income 

7.126  7o 
7.948 
9.708 
7.783 
6.582 
10.695 
9.440 
8.348 
8.742 
7.567 
6.147 


8.0899; 


7.771' 


NOTE:     State  and  local  tax  revenues  are  for  the  1952-53  fiscal  year;  personal  income  is  for  1952; 
proportion  used  in  computing  per  capita  amounts  is  as  of  July  1,  1952. 

SOURCES:     "Stale  and  Local  (lovcniment  Reveiuic   iti    195:'.",   U.   S.   Department   of  Commerce. 
"Pei'sonal  Income  by  States",  U.  S.  Dei)artmeiit  of  (Commerce. 
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TABLE  XII. 


Type  of  Tax 


Collections  for  General  Fund  Type'  Taxes  Not  Used  bj  North  Carolina  But  Used  by 
Ten  Southeastern  States  During  the  Fiscal  Year  1956-1957 


Ala. 


Ark. 


Fla. 


Ga. 


Ky. 


Property  $10,643,706 

Severance  926,436 
Tobacco  stamp  and  use                    10,167,098 

Document  files  896,922 

Poll  374,507 

Pari  mutuels  — 

Citrus  fruit  — 

Soft  drinks  — 

Black  market  — 

Corporate  annual  registration  fees  — 

Gas  gathering  — 

Lubricating  oils  455,593 

Miscellaneous  72,152 


$  241,223 
4,799,601 
7,504,659 


1,284,634 


21,793,693 
6,767,144 

24,157,137 
5,363,149 


;      900,303 
16,076,568 


$13,362,600 
8,640,229 


—         1,810,000 


47,584 


216,367 


915,204 


Totals 

$23,536,414 

$13,877,701 

$58,297,490 

$16,976,871     $24,728,033 

Type  of  Tax 

La. 

Miss. 

S.  C. 

Tenn. 

10  Southeastern 
Va.                   States 

Property 
Severance 
Tobacco  stamp 

and  use 
Document  files 
Poll 

Pari  mutuels 
Citrus  fruit 
Soft  drinks 
Black  market 
Corporate  annual 

registration  fees 
Gas  gathering 
Lubricating  oils 
Miscellaneous 

Totals 


$  16,192,940 
82,831,051 


$  3,816,261 
9,358,175 


22,323,233    7,931,091 


2,756,912 

1,148,519 


16,565,963 

1,952,799 

217,525 


5,914,484 
1,034,499 


5,213,403 


9,862 


14,659,474 
1,315,588 


1,093,764 


136,615 


317,153 


—  $  45,166,895 
164,763  98,080,026 

—  115,010,529 
2,966,421  12,980,574 
1,624,205  1,998,712 

—  30,008,683 

—  5,363,149 

—  6,361,922 

—  1,093,764 

260,872  260,872 

—  16,565,963 

—  2,408,392 
60,579  1,983,179 


$143,988,942     $22,335,906     $12,479,539     $15,984,924       $5,076,840  $337,282,660 


SOURCE  :     State  Tax  Reporter.     Chicago :     Commerce  Clearing  House,  Inc. 


FOOTNOTES 

^  Alabama's  tax  collections  were  adjusted  for  the  purpose  of  eliminating  additional  revenues  of  a  non- 
recurring nature  estimated  to  have  resulted  from  that  State's  income  tax  withholding  system  which  became 
effective  as  of  January  1,  1956.  No  consideration  was  given  to  the  amount  of  additional  revenues  which  will  fol- 
low from  Alabama's  more  effective  system  of  tax  collection. 

-  Virginia's  tax  collections  were  adjusted  for  the  purpose  of  eliminating  additional  revenues  of  a  nonre- 
curring nature  estimated  to  have  resulted  from  that  State's  accelerated  collection  schedule  for  gross  receipts  taxes 
on  public  utilities,  individual  income  taxes,  and  ijroperty  taxes. 

"  General  Fund  type  taxes  include  all  taxes  with  the  exception  of  gasoline  taxes,  motor  vehicle  registration 
taxes,  hunting  and  fishing  licenses,  and   other  licenses. 


